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Taxation Section 
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Commonwealth Uniform Income Tax Proposals 


Following the report of the Committee on Uniform Taxation, the 
Commonwealth Government has introduced legislation to give effect 
to the committee’s recommendations. 

The object of the uniform plan is to amalgamate Commonwealth 
ordinary income tax, Commonwealth War Tax, and all taxes imposed 
by the States on income. The new tax will apply only to those income 
groups at present within the field of Commonwealth income taxation. 
The scheme is designed to produce substantially the same amount of 
revenue as is received at present from the combined Commonwealth 
and State income taxes. 

The following is a brief outline of some of the proposals: 


(1) The statutory exemption contained in S. 81 of the Commonwealth 
Act is to be abolished. (Clause 12.) On the other hand, S. 17 is 
to be amended by exempting “a taxable income which does not 
exceed £156 derived by a person who is not a company.” (Clause 
4.) In other words, Commonwealth income tax will not be levied 
on a taxable income derived by an individual which does not exceed 
£156. Where the taxable income exceeds £156 the whole of the 
income is subject to tax. This exemption applies both to resident 
and non-resident individuals. 


Personal Exertion Incomes 


The proposed rates of tax for incomes from personal exertion in 

respect of year of tax 1942-43, based on income derived during 

year ended June 30, 1942 (or substituted accounting period) are 

as follows. (N.B.—The minimum tax payable in all cases is 10/-.) : 

(a) If the taxable income does not exceed £200 the rate of tax for 
every £ of taxable income up to and including £150 is 8d., and 
the rate of tax for every £ of taxable income in excess of £150 
is 8-12d., increasing uniformly by -12d. for every £ by which 
the taxable income exceeds £151. 


Examples: 
Taxable incomes derived by taxpayers not entitled to any 
rebates for dependants. 
(1) Taxable Income £156— 
By reason of the amendment to S. 17 of the Assessment 
Act the tax is nil. 
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(2) Taxable Income £158— 
Under Division A, the tax payable is— 

































£150 at 8d. in £ = £5 0 0 
8 at 8:96d. in £ = 5 11 
£158 at 8-05d. in £ = £5 5 ll 
Under Division J the tax 
payable is £5 6 0 





As the taxable income is less than £170 Division F 
applies and the maximum tax payable is one-half of the 
amount by which the taxpayer’s taxable income (£158) 
exceeds £156. The excess is £2, one-half of which 
is £1. £1 is therefore the tax payable in Example (b). 


(3) Taxable Income £200— 








£150 at 8d. in £ = £5 0 0 
50 at 14d. in £ = 218 4 
£200 at 9:5d. in £ = £7 18 4 
Under Division J the tax 
payable is £7 18 O 


(b) If the taxable income exceeds £200 but does not exceed £250 
the rate is— 
On first £200 9-5d. in £. 


On excess 
over £200 50d. plus -08d. for each £ of 
excess. 
Example: Taxable Income £250— 
£200 at 9-5d. in £ = £718 4 
50 at 54d. in £ = 11 5 0 
£250 at 18:4 in £ = £19 3 4 
Tax payable £19 3 0 


(c) If the taxable income exceeds £250 but does not exceed £600 
the rate is— 


On first £250 18-4d. in £. 
On excess over £250 58d. plus -02 for each £ of 
excess. 
Examples: 
(1) Taxable Income £412— 


£250 at 18°4 in £ = £19 3 
£162 at 61-°24d. in £ a 41 6 


£412 at 35:2451d. in £ 


Tax payable £60 10 O 


o> 


£60 10 1 

















(2) Taxable Income £600— 


£250 at 184d. in £ 
£350 at 65d. in £ 


£600 at 45°5833d. in £ 








Tax payable 


THE AUSTRALIAN ACCOUNTANT 


(d) If the taxable income exceeds £600 


£2,500 the rate of tax is— 
On first £600 


Examples: 


(1) Taxable Income £1,000— 


£600 at 45-5833d. in £ 
£400 at 85:2d. in £ 


£1,000 at 61°43d. in £ 








Tax payable 


(2) Taxable Income £2,500— 


£600 at 45-5833d. in £ 
1,900 at 134-7d. in £ 


£2,500 at 113:312d. in £ = £1,180 6 








Tax payable 


The residue left in the hands of the taxpayer is 


£1,319/13/-. 


(e) If the taxable income exceeds £2,500 but does not exceed 


£4,000 the rate of tax is— 


On first £2,500 113-312d. in £ 
On excess 
over £2,500 198d. plus -006d. for each 


£19 3 


£113 19 


£113 19 





4 
94 15 10 


? 


~ 


0 


——__ 


but does not exceed 


45-5833d. in £. 
On excess over £600 72d. plus ‘033d. for each £ of 


excess. 


ll Il 


I 


£ of excess. 


Example: Taxable Income £4,000— 


£2,500 at 113-312d. in £ 
1,500 at 207d. in £ 





£4,000 at 148°445d. in £ 








Tax payable 


The residue left to the taxpayer is £1,525/18/-. 


(f) If the taxable income exceeds £4,000 the rate of tax is— 
148°445d. in £. 
On excess over £4,000 216d. in £. 


On first £4,000 


£113 19 
142 0 


£255 19 


Le) 


——————————_—_—_—_—__ 


£255 19 


0 


oo 


£113 19 
1,066 7 


£1,180 7 


£1,180 6 
1,293 15 


£2,474 1 


£2,474 2 


oOlwol AN 


8 
0 
8 
0 
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Examples: 
(1) Taxable Income £5,000— 


£4,000 at 148:-445d. in £ = £2,474 
1,000 at 216d. in £ = 900 0 O 


— 
oo 





£5,000 at 161:956d. in £ = £3,374 1 8 








Tax payable £3,374 


bdo 
© 


The residue left to the taxpayer is £1,625/18/-. 


(2) Taxable Income £10,000— 
£4,000 at 148:445d.in£= £2,474 1 8 
6,000 at 216d. in £ = 5400 0 0 





£10,000 at 188-978d.in£ = £7,874 1 8 








Tax payable £7,874 2 0 


The residue left to the taxpayer is £2,125/18/-. 


Property Income 


(3) The proposed rates of tax for incomes from property in respect 
of year of tax 1942-43, based on income derived during year ended 
June 30, 1942 (or substituted accounting period) are set out below. 
It should be observed that property income rates exceed the personal 
exertion rates by 25 per cent. on taxable incomes from £151 to 
£2,100 


(a) If the taxable income does not exceed £200 the rate of tax 
for every £ of taxable income up to and including £150 is 
10d., and the rate of tax for every £ in excess of £150 is 
10-15d., increasing uniformly by -15d. for every £ by which 
the taxable income exceeds £151. 


Examples: 


Taxable incomes derived by taxpayers not entitled to any 
rebates for dependants, etc. 


(1) Taxable Income £158— 











_ £150 at 10d. in £ = £6 5 0 
8 at 11:2d. in £ = 7 6 
£158 at 10:063d. in £ == £6 12 6 
Tax payable £6 12 0 


Under Division F the actual tax payable is reduced to 
£1—see Example (2) under paragraph (2) (a). 
(2) Taxable Income £200— 


£150 at 10d. in £ = £6 5 0 
50 at 17-5d. in £ a 3 12 11 
£200 at 11-875d. in £ = £9 17 11 








Tax payable £9 18 O 
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The tax is 25 per cent. higher than in the case of 
personal exertion income, viz. :— 

Personal exertion income: tax £7 18 4 

Add 25% 119 7 


Property income: tax (as above) £9 17 11 


(b) If the taxable income exceeds £200 but does not exceed £250 


the rate is— 
On first £200 11:875d. in £. 
On excess over £200 62:5d. plus ‘1d. for each é of 
excess. 
Example: Taxable Income £250— 
£200 at 11°875d. in £ = £9 17 11 
50 at 67:5d. in £ = 14 1 3 
£250 at 23d. in £ = MD 2 
Tax payable £23 19 O 


(c) If the taxable income exceeds £250 but does not exceed £600 
the rate is— 











On first £250 23d. in £. 
On excess over £250 72:5d. plus ‘025d. for each £ 
of excess. 
Example: Taxable Income £412— 
£250 at 23d. in £ = £2319 2 
162 at 76°55d. in £ = 5113 5 
£412 at 44-056d. in £ =z O32 7 
Tax payable £75 13 O 


(d) If the taxable income exceeds £600 but does not exceed £2,100 
the rate of tax is— 


On first £600 56°9791d. in £. 
On excess over £600 90d. plus -04125d. for each 
£ of excess. 
Examples: 


(1) Taxable Income £1,000— 











£600 at 56°9791d.in£é = #142 811 
400 at 106-5d.iné = 177 10 O 
£1,000 at 76:787d.iné = £319 18 11 
Tax payable £319 19 0 
(2) Taxable Income £2,000— 
£600 at 56°9791ld.iné = #142 8 11 
1,400 at 147°750d.iné = 861 17 6 


£2,000 at 120°5185d.in £ = £1,004 6 5 








Tax payable £1,004 6 O 
The residue left to the taxpayer is £995/14/-. 
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(e) If the taxable income exceeds £2,100 the rate of tax is— 


On first £2,100 124-7619d. in £. 
On excess over £2,100 216d. in £. 


Examples: 
(1) Taxable Income £2,500— 











£2,100 at 124:7619d. in = £1,091 13 4 

400 at 216d. in £ = 3000 
£2,500 at 139-36d.iné = £1,451 13 4 
Tax payable £1,451 13 O 





The residue left to the taxpayer is £1,048/7/-. 
(2) Taxable Income £5,000— 








£2,100 at 124:7619d.in£= £1,091 13 4 
2,900 at 216d. in £ = 2,610 0 0 
£5,000 at 177-68d.in£é = £3,701 13 4 
Tax payable £3,701 13 O 


The residue left to the taxpayer is £1,298/7/-. 


(3) Taxable Income £10,000— 


£2,100 at 124-7619d. in £ = £1,091 13 
7,900 at 216d. in £ = 7110 0 











4 
0 
£10,000 at 196°84d. in £ = £8,201 13 4 
Tax payable £8,201 13 O 

The residue left to the taxpayer is £1,798/7/-. 


Companies 
(4) The rates of tax payable by companies are: 


(a) Ordinary income tax 6/- in £ (except life assurance companies, 
regarding which special provisions have been made). 

(b) Super tax on taxable incomes of certain non-private com- 
panies in excess of £5,000—1/- in £. 

(c) Tax on undistributed income of non-private company—2/- 
in £, 

(d) Tax at source on interest paid to non-resident—6/- in £. 

N.B.—The exemption in S. 125 in respect of amounts paid 

to individual non-residents is reduced from £200 to £156. 


Ceiling Rebate 
The “ceiling” rebate (i.e., where the combined Commonwealth and 


State income taxes exceeded 18/- in £) contained in S. 160, inserted 
by the 1941 Act, is to be repealed by the 1942 legislation. 
























19 


as 
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Gifts 
The deduction in respect of gifts enumerated in S. 78 (1) (a) has been 
replaced by the concessional rebate referred to below. Examples are 
furnished below. 
The list of gifts subject to the concessional rebate has been extended 
to include gifts to the American Centre which provides comforts for 
the American troops in Australia. 


Calls Paid to Certain Mining Companies 


The rebate in respect of calls paid to certain mining companies has 
been brought into line with the other concessional rebates, i.e., in all 
cases the rebate is calculated at one-third of the personal exertion rate 
appropriate to the total taxable income of the taxpayer. 


Concessional Rebates 
As explained in the Explanatory Memorandum, it is proposed, by 

new S. 160, that the concessions at present allowable by way of 
deductions from assessable income shall be replaced by rebates of tax 
calculated at the personal exertion rate appropriate to the taxable income 
of the taxpayer. The rebates will be allowable in respect of the 
following outgoings : 

Rates and Land Taxes in respect of non-income producing property ; 

Gifts ; 

Medical Expenses (amount limited to £50) ; 

Funeral Expenses (amount limited to £20) ; 

Life Insurance and Superannuation (amount limited to £100) ; 
and on the following allowances for dependants: 


£ 
Spouse or female relative .. .. .. .. .. «2 «2 «+ +s 100 
nr COU xe oe dh dw eo wd 40 oe ce 6s ee | 
te be Sb by aie bb be we da eee On an. 4 75 
ee ee ROUND cu. S064 ax Ke we we Ge ew oe 30 


Provision is made that in those cases where the taxable income falls 
between £200 and £250 inclusive the allowance for a spouse or female 
relative shall be half the taxable income, and that where the taxable 
income falls between £250 and £300 the allowance for a spouse or 
female relative shall be the sum of £100 plus half the amount by which 
£300 exceeds the taxable income. 

For example, if the taxable income is £240 the rebatable amount is 
half that amount, viz., £120, and if the taxable income is £280 the 
rebatable amount is— 


(100 + =~) = £110. 


It is also proposed that the rebate of tax to be allowed for dependants 
shall not be greater than the following amounts: 
£ 


Seeme op Gems otietive 2. 00 06 0s cece tc ee ce | 
sks en-au se ee ee od de. 4e ieee 
DT hs 20 4640 6h 46 60 be bebe dtc ns cee 
Cen Wee GUOUND GE GRO vc nc ce ca 6d we 40 06 ee 00 5 


The Bill provides that the sum of all rebates allowable shall be limited 
to the amount of tax otherwise payable by the taxpayer. 
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The following examples illustrate the above provisions: 


(1) Taxable Income £158 derived from personal exertion— 





Tax on £158 at 8-05d. in £ = #5 511 
= #5 6 0 
Dependent mother £100 
Medical expenses 15 
Life Assurance premiums 5 
£120 
Deduct— 
Concessional Rebate— 
£120 at 805d. in £ = 40 0 
Net tax payable £1 6 O 





As the taxable income is less than £170 Division F of the Rates 
Bill is applicable and the maximum tax payable is = £1. 





158—156 
— a si 6 ¢ 
2 
(2) Taxable Income £200 derived from personal exertion— 
Tax on £200 at 9-5d. in £ = £7 18 4 
= £7 18 O 
Wife £100 
Rates on home 7 
£107 
Deduct— 
Concessional rebate £107 at 9-5d. 
in £ = 450 
Net tax payable £3 13 0 





(3) Taxable Income £250 derived from personal exertion— 


£250 at 18-4d. in £ £19 3 4 
= £19 3 O 
Wife 4 taxable income £125 
1 child 75 
£200 
Deduct— 
Concessional rebate £200 at 184d. 


in £ = 15 7 O 


Net tax payable 








1942 








Net tax payable 
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(4) Taxable Income £270 derived from personal exertion— 
Tax on £270: 
£250 at 18-4d. in £ = £9 3 4 
20 at 58-4d. in £ = 417 4 
£270 at 21:3777d. in £ = 08 
= £24 1 0 
Wife— 
(100 + SF) o 
Eldest child 75 
2 other children at £30 each 60 
Medical expenses 21 
£271 
Concessional Rebate, £271 at 21:3777d. in £ = 


24 3 0 
*Nil 


* The Bill provides that the sum of the rebates allowable 
shall not exceed the amount of tax which would otherwise 


be payable by the taxpayer.. 
tax payable is, therefore, nil. 


Tax on £412 at 35:245ld. in £ 


Spouse £100 
One child 75 
£175 


£175 at 35:2451d. in £ 


Net tax payable 


Spouse £100 at 188:978d. = 


Dependent 


mother 100 at 188:978d. = 
75 at 188:978d. = 


First 
child 
Two other 


children 60 at 188:978d. = 


Net tax payable 


47 411 10 


In the above example the 


(5) Taxable Income £412 derived from personal exertion— 


= £6010 1 
= £60010 0 


£34 16 0 


(6) Taxable Income £10,000 derived from personal exertion— 
Tax on £10,000 at 188-978d. in £ 


= £7,874 1 8 
= £7,874 2 0 
Maxi- 
mum 

£78 1410 £45 

78 14 10 45 

59 1 1 45 


145 0 0 
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(7) Taxable Income £158 derived from property— 








Tax on £158 at 10°063d. in £ = #12 6 
= #12 6 
Spouse £100 
Medical Expenses 
£60-maximum 50 
£150 
Concessional Rebate, £150 at 10-063d. in £ = £6 696 
Net tax payable, but see below 6 0 


Division G of the Rates Bill provides that where the amount of 
Commonwealth income tax which a person would be otherwise 
liable to pay, after deducting all rebates to which he is entitled in 
his assessment, is less than 10/-, the income tax payable by 
that person shall be 10/-. 

In the above example the tax payable is 10/-. 


(8) Taxable Income £1,000 all derived from property— 








Tax on £1,000 at 76°787d. in £ = £319 18 ll 
= £319 19 0 
Calls paid £300—one-third = £100 
Gifts to Public Hospital 50 
£150 
Concessional rebate on £150 at personal exertion 
rate applicable to £1,000—61°43d in £ = 3 8 0 
Net tax payable £281 11 O 


N.B.—Although the whole of the taxpayer’s taxable income of 
£1,000 is derived from property, nevertheless the concessional 
rebate is granted at the personal exertion rate applicable to that 
income. This rule applies universally to all individual taxpayers 
irrespective of the class of income derived by them. 

(9) Taxable In¢ome £10,000 derived from property— 
Tax on £10,000 at 196°84d. in £ £8,201 13 4 


= £8,201 13 0 
During the income year the taxpayer gave 
£10,200 to the Commonwealth Government 
for the purpose of defence. The personal 
exertion tax applicable to £10,200 is— 


£4,000 at 148:°445d.in£ = £2,474 2 0 
6,200 at 216d. in £ = 5,580 0 0 
£10,200 at 189-5082d.in£ = £8054 2 0 








This sum is less than the tax payable. The 
Bill provides however, that in calculating the 
concessional rebate in respect of gifts, the 
amount in respect of which the rebate is 
granted must not exceed in the aggregate a 





“~~ 
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sum equal to the taxpayer’s taxable income. 
The rebate in the above example is therefore— 


£10,000 at 188-978d. in £ = £7,874 2 0 
Net tax payable £327 11 0 


(10) Taxable income £30,000 derived by company— 
Tax on £30,000 at 6/- in £ £9,000 
Gifts to public hospitals and other allowable 
charities, £600. 
Concessional rebate on £600 at 6/- in £ 180 


Net tax payable £8,820 








Although for purposes of Commonwealth ordinary income tax, 
the allowance of a rebate operates in the same way as a straight 
out deduction, nevertheless private companies will be liable to 
tax on undistributed income on an amount equal to the gift. 
Similarly, gifts by non-private companies will not be allowed as 
a deduction in calculating tax on undistributed income, super 
tax and war-time (company ) tax. 





AMENDMENTS TO COMMONWEALTH GIFT Duty ASSESSMENT ACT 
The new Commonwealth Gift Duty Assessment Act (No. 52 of 1941) 
was discussed in the March, 1942, issue of the Journal. This Act has 
already been amended. The principal amendments made by the 1942 
Amending Act may be summarised as follows: 
(a) Disposition of Property: Paragraph (e) of the definition of “dis- 
position of property,” before the amendment, read as follows: 
“... the exercise of a general power of appointment of property 
(including any judgment or order of any Court made in default 
of the exercise of the power by the donee thereof) in favour of 
any person other than the donee of the power.” 
The words in parentheses have been omitted by the Amending 
Act. The Commonwealth Treasurer, in his second reading speech, 
explained that it was represented to the Government that such a 
judgment or order of the Court had almost invariably the same 
effect as would have been achieved if the general power of appoint- 
ment had been a limited power of appointment and had been 
exercised as such. 
When Gift deemed to be made: The following proviso has been 
added to S. 12 (3): 
“Provided that this sub-section shall not operate to make subject 
to gift duty any gift of property where the Commissioner is 
satisfied that the donor had, prior to the commencement of this 
Act, done everything which it was necessary and possible for 
him to do to divest himself of the property.” 
This proviso removes any hardship that might otherwise be 
inflicted in those cases where the donor had actually and irrevocably 
divested himself of the property prior to the commencement of 
the Act, but through circumstances beyond his control the instru- 
ment had not been lodged for registration until after the com- 
mencement of the Act. S. 12 (3) provides that when any gift is 
made in respect of property comprised in any instrument of gift 
requiring registration under a State Act, the gift shall be deemed 


(b 


~~ 











(c) 


(d) 


(e) 
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to be made at the date when the instrument is lodged for registra- 
tion. 

Exemptions: The Amending Act makes several alterations to the 
wording of Section 14 (the exemption section) in order to express 
more clearly the exemptions intended by the Government. 

Value of Gift: Where a gift of property comprises shares in an 
unlisted or private company, new S. 18 (2) gives the Commissioner 
the same powers to value such shares as under the amended 
provisions of the Estate Duty Assessment Act. 

Objections and Appeals: The proviso added to S. 31 (1) is in line 
with the provisions of the Income Tax Assessment Act and Estate 
Duty Assessment Act, that is, objections against amended assess- 
ments are confined to the increase in liability made by the amended 
assessment. 


The Amending Act is deemed to have come into operation on 
October 29, 1941, the date of commencement of the principal Act. 





AMENDMENTS TO COMMONWEALTH EstaTE Duty ASSESSMENT ACT 
The following is a summary of the principal amendments made to 


the 


Commonwealth Estate Duty Assessment Act, 1914-1940, by the 


1942 amending Act: 


(a) 


(b) 





Gifts and Settlements: Prior to the amendment, property which 
passed from a deceased person by gift inter vivos or settlement 
within one year before his decease was included in the dutiable 
estate of the deceased person. This period has now been extended 
to three years, and conforms with the provisions of the New South 
Wales Stamp Duties Act. The scope of the Commonwealth Act 
has, therefore, been extended considerably. 
Exemption of persons dying on active service: The 1940 amending 
Act exempted estates of persons dying on active service only where 
the taxable value of the estate did not exceed £5000. There was 
no relief in the case of such estates in excess of £5000. The 1942 
amending Act now grants a flat exemption of £5000, irrespective of 
the value of the estate, in respect of such part of the estate as passes 
to the widow, children, grandchildren, parents, brothers, sisters, 
nephews or nieces of the deceased. The exemption extends to the 
estate of a member of the Naval, Military or Air Forces of the 
Commonwealth, or of any part of the King’s dominions, or of any 
ally of Great Britain, who during the present war, or within three 
years (previously one year) after its termination, dies on active 
service or as a result of injuries received or disease contracted on 
active service. Provision is also made to the effect that where the 
same property again becomes liable to estate duty, because of a 
second death on active service, etc., there will be a full remission 
of the duty otherwise payable in respect of such property on the 
second death. 
Beneficiary Trust Policies, etc.: New S. 8 (4) (f) provides that the 
estate of a deceased person shall include property— 
being money payable to, or to any person in trust for, the widow, 
widower, children, grandchildren, parents, brothers, sisters, 
nephews or nieces of the deceased, under a policy of assurance 
on the life of the deceased where the whole of the premiums has 
been paid by or on behalf of the deceased, or, where part only 
of the premiums has been paid by or on behalf of the deceased, 
such portion of any money so payable as bears to the whole of 
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that money the same proportion as the part of the premiums 
paid by or on behalf of the deceased bears to the total premiums 
paid. 

In the case of such policies of assurance in existence at the com- 
mencement of the 1942 amending Act, new S. 8 (4A) provides that 
in calculating the dutiable amount of such policies under new 
S. 8 (4) (f) a deduction shall be allowed from the money actually 
payable under the policy of a sum equal to the amount which, if 
invested at the date of that commencement and accumulated at 
3 per centum per annum compound interest with yearly rests, 
would have produced, as at date of death, an amount equal to the 
money actually payable. 

Example: 

Beneficiary trust policy (non-participating) taken out for £5,000 
on March 31, 1942. Life assured dies 10 years after the com- 
mencement of new S. 8 (4) (f): 

Amount actually payable under policy of assurance £5,000 

Less deduction under S. 8 (4A): 
Amount which invested at 3% p.a. compound interest 
with yearly rests, for 10 years, would produce 
£,5000 = 
£5,000 «& -74409391 = 3,720 





Dutiable amount of policy £1,280 


The Commonwealth Treasurer, in his second reading speech, 
explained that “such proceeds equitably form just as much a part 
of the deceased’s estate as do any other savings made by him for the 
benefit of his family.” 


(d) Valuation of shares in unlisted and private companies: New S. 16A 


(e) 


(f) 





substantially adopts the provisions of the New South Wales Stamp 
Duties Act as regards the Commissioner’s powers to value shares 
in unlisted and private companies. Henceforth, shares in such 
companies may be valued disregarding any provisions in the com- 
pany’s Memorandum or Articles of Association as regards the | 
restriction on transfer of shares or the valuation of shares of a 
deceased or other member. Further, the Commissioner may, in 
his discretion, adopt as the value of any such shares such sum as 
the holder thereof would receive in the event of the company being 
voluntarily wound up on the date of death. 

Amendment of Assessments: Section 20 of the principal Act has 
been repealed and the provisions of the section inserted in its stead 
follow closely the provisions of the Commonwealth Income Tax 
Assessment Act, as regards the amendment of assessments. 
Objections and Appeals: Part V of the principal Act has been 
repealed and the part inserted in its stead contains new provisions 
as regards the reference of valuation matters to a Valuation Board 
and other matters to a Board of Review. 

“Board of Review” means a Board of Review constituted under 
the Income Tax Assessment Act, 1936, or under that Act as 
amended ; 

“Valuation Board” means a Valuation Board constituted under 
the Land Tax Assessment Act, 1910-1927, or under that Act as 
amended. 
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Catts Pain To MINING COMPANY 


Company During Relevant Year not Engaged in Ore-winning 
O perations 


A company acquired the lease of a lead ore mine at Broken Hill. 
The mine had been worked continuously for many years and for some 
time prior to the acquisition of the lease by the company had been closed 
down, the ore remaining being of low grade and it being unprofitable 
to work the mine at the prevailing market price for lead. The activities 
of the company since its incorporation had been confined to the main- 
tenance and preservation of the mine. Evidence was given that when 
the price of lead reached a level which made the extraction of the ore 
profitable, operations for its extraction would commence, and that there 
was a reasonable prospect of the price of lead reaching such a level. 
A Board of Review having allowed an objection by a taxpayer to an 
assessment wherein the Commissioner had disallowed a deduction 
claimed in respect of calls paid on shares in the company, the Com- 
missioner appealed. 

The High Court unanimously dismissed the Commissioner’s appeal. 

Per Rich A.C.J.: “This (the Board’s) conclusion I am not averse 
from upholding. The policy of the section in question was to encourage 
mining by giving a concession to taxpayers in respect of out-goings 
contributed for the purpose of carrying on that activity. I do not think a 
narrow application should be given to the section and I regard it as 
extending to work which is preparatory or ancillary to the actual winning 
of metal or ore. Maintenance work done by the Willyama Company 
during the relevant years was of this description.” 

Starke J. held that the common understanding of the expression 
“mining operations” was a question of fact and there being evidence 
upon which the Board of Review could reasonably find its meaning to 
be that attributed to it by the Board, the appeal must be dismissed. 

Per McTiernan J.: “No one would doubt that activities such as 
those done at the mine come within the scope of mining operations when 
done in or a5out a mine from which ore is being won or which is 
temporarily closed down but with the expectation of a resumption of 
the work of extracting ore. But it is said in the present case that so 
much time had elapsed since any ore was won from the mine and the 
prospect of such work being done again was so remote and indefinite that 
it was not reasoriable to find that the work done by the company formed 
part of or was ancillary to any set of operations usually carried on to 
extract ore from the mine and were not therefore mining operations. 
The correctness of that conclusion depends on the question whether 
there was any probable ground for anticipating that economic and other 
conditions would within a reasonable time enable the extraction of ore 
from the mine to be resumed. It is purely a question of fact whether 
there was any probable ground for regarding the work as preparatory 
to the eventual opening up of the mine. That was a question—really a 
matter for the opinion of business men—which the members of the Board 
are peculiarly fitted to decide. They did not agree. In my opinion the 
evidence given about the economic factors which are likely to affect 
mining for lead afford a reasonable basis for the conclusion that the 
opening up of the mine may not be so long deferred that no practical or 
real connection can be discerned between the work done at the mine 
and the eventual extraction of ore.” 
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Per Williams J.: “The bona fides of its Directors in spending the 
shareholders’ funds on the maintenance of the mine have not been 
attacked. No limit of time can be imposed on the period it would be 
reasonable to keep the mine in working order in the hope of again 
putting it to profitable use. As long as the Directors consider it 
advisable to do so it would be difficult to say the mine is moribund. 
Mr. Fairweather’s evidence that periods of being closed down are 
amongst the vicissitudes of mining is uncontradicted. No distinction 
can be drawn between a closing down of a mine at the time of and after 
its acquisition. Operation is a word of wide import. The Oxford 
Dictionary enumerates amongst its meanings action, activity, and work. 
The maintenance of a mine while in this condition can be reasonably 
described in the common understanding of the term as a mining activity 
or work directly connected with the use of the mine to obtain base 
metals.” 





COMMONWEALTH INCOME TAX ON DIVIDENDS 


The following Table contains a summary of the provisions of S. 44 
of the Commonwealth Income Tax Assessment Act, as amended by 
the 1941 Act :-— 


Dividends received from— By resident By non-resident 
Wholly ex-Australian companies .. Assessable if de- 
clared on or after 
30.10.1941 Exempt 


Partly ex-Australian companies 
whether residents or non-resi- 


dents : 
paid wholly and exclusively out 
of ex-Australian profits .. .. Assessable if de- 
clared on or after 
30.10.1941 Exempt 


paid partly out of ex-Australian 
and partly out of Australian 
BS ea Se oe rae Assessable Proportion paid out 
of Australian pro- 
fits assessable 
paid out of Australian profits .. Assessable Assessable 
Wholly Australian companies : 
paid out of assessable income— 
by cash or specie dividend .. Assessable Assessable 
by bonus shares .. .. . Assessable Assessable 
paid wholly and exttuiede out 
of realised capital profits— 
by cash or specie dividends .. Exempt if realisa- Exempt if realisa- 
tion took place tion took place 
prior to 30.10.1941 prior to 30.10.1941 


by bonus shares .. .. .. .. Exempt if realisa- Exempt if realisa- 
tion took place tion took place 
prior to 30.10.1941 prior to 30.10.1941 
paid partly out of assessable 
income and capital profits— 
by cash or specie dividend .. Assessable Assessable 
by bonus shares .. .. .. .- Assessable Assessable 


paid wholly and anbubede out 
of profits arising from re- 
valuation of capital assets— 
by cash or specie dividend . Assessable Assessable 
by bonus shares .. ia Exempt Exempt 
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Gold-mining companies— 
in Australia, Papua and New 


Guinea .. .. Exempt if dividend Exempt if dividend 
paid Wholly and paid wholly and 
exclusively out of exclusively out of 
exempt gold-mining exempt gold-mining 

income income 
in other countries .. .. .. ..... Assessable if de- 
clared on and after 

30.10.1941 Exempt 





CoMMONWEALTH PAY-ROLL TAX 


The following rulings have been published in the March, 1942, issue 
of The Taxpayer's Bulletin. 


Pay-roll Tax, Allowable Deduction 


The Commissioner has ruled that Pay-roll Tax is an allowable 
deduction under Section 51(1) of the Income Tax Assessment Act 
1936-1940, to the extent that it is paid or payable in respect of “wages” 
incurred in gaining or producing the assessable income or in carrying 
on a business for the purpose of producing assessable income. Pay- 
Roll Tax on wages paid for any other purposes is not deductible. 

This ruling confirms the opinion expressed by the writer in the June, 
1941, issue of the journal. 


Salaries Paid Abroad 


A company registered abroad but carrying on business in Australia 
employs a manager, who is a resident of Australia, to devote the whole 
of his time to the company’s affairs. 

The manager’s salary is paid into a bank abroad by the head office of 
the company, which does not make any payments in Australia to the 
manager by way of salary, although it reimburses actual travelling 
expenses incurred by him. 

The head office does not debit the Australian branch with the salary 
of the manager. 

The Commissioner has ruled that in this case the wages are not paid 
in Australia nor, as the Australian branch is not debited with the 
salary, can it be said that the wages are payable in Australia. Liability 
for payment of the wages, therefore, attaches itself to the head office 
abroad and does not exist in Australia. 

In another case a company employs a number of Americans in its 
Australian branch. Portion of the wages of these employees is paid in 
America for insurances, payments to dependants, etc., and if the 
employees return to America on furlough, their wages are paid to them 
in America whilst they are there. 

The whole of these wages are debited against the Australian branch, 
irrespective of where the payment is made. 

It has been ruled that the wages are payable in Australia and 
consequently subject to Pay-Roll Tax in their entirety. 





Income Tax 1s Not AN EXPENSE INCURRED IN EARNING INCOME 

“The income tax is a charge upon the profits ; the thing which is taxed 
is the profit that is made, and you must ascertain what is the profit that 
is made before you deduct the tax—you have no right to deduct the 
income tax before you ascertain what the profit is. I cannot understand 
how you can make the income tax part of the expenditure,” per Earl of 
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Halsbury in Ashton Gas Co. v. Attorney-General and others [1906], 
A.C. 10, at p. 12. 

Under S. 127 of the New Zealand Social Security Act 1938, tax is 
expressly levied upon, inter alia, income which is exempted from 
ordinary New Zealand income tax under S. 89 of the Land and Income 
Tax Act, 1923, i.e., income which is derived from some other country 
within the British Dominions, and which is chargeable with income 
tax in that country. 

In Amalgamated Dairies Ltd. v. C. of T. (N.Z.) [1941], N.Z.L.R. 
1110, the taxpayer claimed that the amount paid by it in England for 
income tax and national defence contribution must be deducted by the 
Commissioner before computing its income chargeable under the New 
Zealand Social Security Act upon the ground that such amount must 
be considered to be an expense incurred in the earning of the balance of 
that income in England. The New Zealand Court of Appeal dismissed 
the taxpayer’s appeal, holding that the word “income” in S. 127 of the 
New Zealand Social Security Act includes the whole of the ex-New 
Zealand income derived by a resident without deduction of income tax 
or any other tax on that income which is imposed by the country where 
such income is derived. (Ashton Gas Co. v. A.G. and others, supra, 
applied ). 

Myers C.J. pointed out that the above decision is not necessarily in 
conflict with the decision of the High Court of Australia in Jolly v. F.C. 
of T. [1934], 50 C.L.R. 131, because there was one broad distinction 
between the two cases. In Jolly’s case it was held that where a dividend 
received from an English company is assessable income under the 
Commonwealth Act, it must be included at the net amount actually paid 
by the company to the taxpayer, and not at an amount increased by an 
addition thereto in respect of English income tax. The net amount so 
received must be translated into Australian currency (S. 20). The Chief 
Justice said—“The broad distinction is this: in Jolly’s case the Court 
was considering the matter of income consisting of dividends received 
by a taxpayer in Australia upon shares held by him in a company the 
profits of which were liable to British income tax, whereas here we are 
dealing not with the case of a shareholder in respect of his dividends, 
but with the company itself and with the company’s own income.” 





CEILING REBATE 


So far, Tasmania is the only State to pass the legislation required to 
ensure that a taxpayer’s total Commonwealth and State taxes shall not 
exceed 18/- in the é. 

Section 1114 of the Tasmanian Act reads as follows :— 

“(1) Where in respect of the income of any year of income of any 
taxpayer the aggregate of the taxes assessed under— 

I. This Act: 

II. The Income Tax Assessment Act 1936-1941 of the 
Commonwealth : and 

III. The War-time (Company) Tax Assessment Act 1940-41 
of the Commonwealth— 

or any Commonwealth Act amending or replacing those Acts 

exceeds nine-tenths of the taxable income a rebate shall be 

allowed of so much of that excess as bears to that excess the 

same proportion as the amount of the tax assessed under this 

Act bears to such aggregate as aforesaid. 
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“(2) For the purposes of this Section any reference to any tax 
assessed shall not include any additional tax for payment of 
which the taxpayer may be liable by reason of any evasion of 
or non-compliance with any provision of any Act under which 
any such tax is assessed.” 





BusINEss OF LopGING-HOUSE KEEPER 
Class of Income 

The March, 1942, issue of this journal contained at p. 107 a brief 
summary of a decision by the Taxation Board of Review to the effect 
that the income derived from the letting of rooms was not “rents” and 
should be assessed as income from personal exertion. 

The decision has been the subject of considerable contention and a 
number of correspondents obviously interested in similar cases have 
asked for further information. The writer has therefore obtained—by 
the courtesy of the Chairman of the Board of Review—the following 
extended summary of the facts and the reasons for the Board’s decision. 

The case dealt with concerned the income derived from the letting 
of rooms in a five-storey building comprising more than 80 bedrooms, 
two sitting rooms and two shops. On every floor there was a bathroom 
with hot and cold water for general use, while two floors also had 
shower rooms. There were lavatories on each floor. 

The shops were on the ground floor. During the year under review 
one was let to a tobacconist at £2/14/3 per week, while the other was 
used as a cafe, the tenant paying £3 per week. At the hearing, counsel 
for the taxpayer admitted) that the rents of the shops were income from 
property. The claim in the objection was, therefore, modified to the 
extent to which the net income was represented by these rents. 

All the bedrooms were furnished and they were let at daily, nightly 
or weekly rates. The charges were: 2/6 per day or night for single 
rooms and 6/- for double rooms. The respective weekly rates were 
15/- and 35/-. The charges for “family” rooms, “two-bed” rooms and 
“three-quarter” rooms were slightly more or less. These charges covered 
the use of the room and all incidental services. 

The gross receipts from for the year under review were £4,230. 
The allowable deductions, including £1,431 paid as wages to ten 
employees, were £2,480. 

Except where, the bedroom had been engaged earlier in the morning, 
the period of daily (or nightly) occupancy expired at 10 a.m. If he had 
not vacated the room at that hour, the inmate became liable for a further 
daily charge. He was given a key to his room upon depositing two 
shillings, which was refunded when the key was returned. Usually, but 
not invariably, inmates asked for keys. Those who received them, of 
course, ensured privacy—subject, however, to the fact that the staff 
employed had master-keys which enabled them to enter the bedrooms 
for cleaning and other purposes. 

The bedrooms were swept and dusted every day, and washed and 
polished at least once a week—more frequently if they had been occupied 
for less than a week. The beds which had been occupied were “made” 
daily and the bed linen was changed weekly or more often. 

Soap and towels were provided in every bedroom. The bathrooms 
received attention at least once daily—sometimes twice or three times— 
in order to ensure cleanliness and tidiness. Similar attention was given 
to the lavatories. 














V 


V 


sw «645 (SOO 


~ 








~/ 


— weve ww we 











1942 THE AUSTRALIAN ACCOUNTANT 275 


In the men’s sitting-room—which was on the ground floor—there 
was a limited supply of newspapers, but not in the other sitting-room, 
which was on the first floor and was reserved for women. Newspapers 
were obtained for persons ordering them and were delivered to their 
rooms. 

The average number of inmates was 80—mostly country people—and 
the majority stayed only one night or two. Between 20 and 30 were 
permanent lodgers, some of whom had been there for years. 
had a good reputation: both as regards the type of inmate and 
the standard of accommodation. The manager, who gave evidence 
before the Board, could not recall any instance in the last two or three 
years where a lodger had been requested to leave. In one case, however, 
an inmate who had brought his sister into his room relinquished the 
room on being told that he should see her in the ladies’ sitting-room. 
The management did not permit an inmate to have any person of the 
opposite sex (except wife or husband) in his or her room, but there 
was no public notification of this rule. 

Two of the taxpayer’s sons took an active part in the management 
of the property. One was the manager and attended for several hours 
every day. The other lived on the premises, and was the bookkeeper 
and caretaker. The employees also included a night porter, whose hours 
were from 6.30 p.m. to 1.45 a.m. (except on Saturdays), and a number 
of housemaids. 

None of the paying inmates had a key to the main (outer) door and 
none could gain admittance between the hours of 1.45 a.m. (when the 
night porter went off duty) and 5 a.m. 

The management did not provide any meals, but if an inmate wished 
to have breakfast in his room a member of the staff would obtain what 
was required from the cafe and take it to the inmate’s bedroom. 

“Income from personal exertion includes (inter alia) ‘the proceeds 
of any business . . . but does not include rents,’ while income from 
property ‘means all income not derived from personal exertion’—Section 
6 of the Income Tax Assessment Act 1936-1939. 

“Hence, if the receipts from persons taking rooms in are rents, 
the net income from those receipts (i.e., the sum of £1,750 in question 
less so much thereof as represents net rents from the two shops) is 
assessable to the taxpayer as income from property. If, however, those 
receipts are not rents, and they are either the proceeds of a business 
or they fall within any of the other specified classes of income from 
personal exertion (as, e.g., ‘earnings’) the net income therefrom is 
assessable to the taxpayer as income from personal exertion. 

“ ‘Rent’ is a technical term which must be given its technical meaning 
and ‘rents,’ for the purposes of the Act, are, of course, of the kind 
technically known as ‘rent-service.’ The meaning of ‘rent’ and the 
conditions necessary to constitute a payment of rent are stated in the 
following extracts from Halsbury’s Laws of England, Second Edition, 
Volume 20 (paragraphs as indicated by figures in brackets) :— 











‘Rent (or rent-service) is the recompense paid by the lessee to the 
lessor for the exclusive possession of corporeal hereditaments (170). 
‘Since a rent can only be reserved on a demise of corporeal heredita- 
ments, the following payments, though recoverable by virtue of the 
contract, are not rent :—Payments reserved on the grant of a licence 
for the use of premises, not giving the right to exclusive possession 


(171). 
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‘It is essential to the creation of a tenancy of a corporeal heredita- 
ment that the tenant should have the right to exclusive possession of 
the premises. A grant under which the grantee takes only the right 
to use the premises without exclusive possession operates as a license, 
and not aa lease (5). 

‘A mere license does not create any estate or interest in the property 
to which it relates (6). 

‘A lodger who has no separate apartment is only a licensee and, 
even though he has a separate apartment, he has not in law an exclusive 
occupation, and is therefore in the position of a licensee, if the landlord 
retains the general control and dominion of the house, including the 
part occupied by the lodger; but if in fact the landlord exercises no 
control over that part, the occupier is a tenant. The occupier does not, 
however, become a lodger merely by reason of the fact that the 
landlord resides on his premises and retains control of the passages 
and staircases and other parts used in common (7). 

‘Where a servant is in occupation of premises of his master in the 
course of his employment, his possession is treated as that of the 
master (8).’ 

“The position is, therefore, that the receipts in question are not rents 
unless the relationship of landlord and tenant exists between the tax- 
payer and the persons taking rooms in That, in turn, depends 
upon whether those persons have the exclusive possession of the rooms 
during the period for which they are taken. Exclusive possession is not 
given if the taxpayer retains the general control and dominion of the 
whole premises. 

“In Foa’s Law of Landlord and Tenant, Sixth Edition, page 9, the 
following submission is made on the question as to the existence of a 
tenancy in the case of a lodger :— 

‘The case of a lodger demands special notice. Without attempting 
a definition of the word, it may be observed that (as has been said) 
there is involved in its use the idea that a man must lodge in the 
house of another man, and lodge with him. The fact that the landlord 
resides in the house is not in itself conclusive that persons in the 
occupation of separate portions of it are lodgers (though it raises a 
presumption to that effect), the test being always whether he has the 
right of control over those portions; nor does the circumstances that 
the landlord pays the rates and does the general repairs of the house 
make any difference. There are two classes of cases in which it is 
submitted that; within the above rule, no tenancy properly exists. 
First, where, though the bargain is for specific rooms, the landlord 
resides, by himself or by his servants, in the house, and the contract 
includes the supply of which is usually known as “attendance.” 
Secondly, where, though the bargain is for specific rooms, and the 
landlord resides in the house, there is no contract for attendance, but 
the landlord has the exclusive control of the outer door ; or it is shown, 
by the terms of the letting where they are in writing, or by parol 
evidence where they are not, that he retains the dominion and control 
of the whole house. In both cases it would seem clear that the 
occupier, if disturbed in his enjoyment, could not—contrary to the 
usual rule in the letting of apartments—maintain trespass, but could 
only sue on the contract; that he has consequently no exclusive 
occupation, but only an exclusive enjoyment; and that therefore no 
tenancy exists between the parties in the proper sense of the word. 

It may be mentioned here that, in the absence of agreement to the 
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contrary, a lodger has the right to the use of everything necessary 

to his enjoyment of the premises, e.g., the door bell, door knocker, 

skylight of the staircase, and the water-closet.’ 

“As to what constitutes ‘general control and dominion over the whole 
house,’ Bovill C.J., in Thompson v. Ward (Law Rep. 6, C.P. 327), 
said :-— 

‘Where a landlord resides in part of a house, and there is an outer 
door from the street, and he by himself or his servants has the control 
of this outer door, and undertakes the care or control of rooms let 
to other persons and the access to them, and those rooms themselves 
have not anything in the nature of an outer door, and are not structur- 
ally severed from the rest of the house, there could be little hesitation 
in saying that an occupier of those rooms, being part of the house, is 
only a lodger ... It is always important, in determining whether a 
man is a lodger, to see whether the owner of the house retains his 
character of master of the house, and whether he occupies a part of 
it by himself or his servants, and at the same time retains the general 
control and dominion over the whole house; and this he may do, 
though he do not personally reside on the premises.’ 

“In the present case we are quite satisfied that exclusive possession is 
not given to persons taking rooms in This, we think, is sufficiently 
established by the following facts :— 

(a) A servant of the taxpayer resides on the premises. 

(b) The taxpayer has the key and the control of the outer door 
being absolutely denied during certain hours of the day. 

(c) The taxpayer provides ‘attendance.’ 

The dominion of the taxpayer is emphasised by the denial of access to 

any room of persons of thea opposite sex to that of the inmate. 

“In the circumstances we are of opinion that, in view of the authorities 
cited, persons taking rooms in - are not tenants of the taxpayer and 
that, therefore, the receipts by the taxpayer from those persons are not 
rents. 

“Whether or not the receipts are rents they are, in our opinion, the 
proceeds of a business. The matter seems to be beyond question if they 
are not rents, as we have decided. This, perhaps, explains why the 
Board was not addressed on the question. 

“In Smith v. Anderson (1880, 15 Ch. D. 247, at p. 258), Jessel M.R., 
after citing definitions of ‘business’ from several dictionaries, said: 
‘Anything which occupies the time and attention and labour of a man 
for profit is business.’ 

“The present case is truly analogous to that of the business of a 
proprietor of a residential hotel or boarding house—the only difference 
being not in the character but in the degree of the business activities. 

“We are reinforced in our opinion by the case of The Governors of the 
Rotunda Hospital, Dublin, v Coman (36 T.L.R. 646; 7 T.C. 517), where 
the governors of a hospital had furnished certain buildings and let them 
for concerts and other entertainments for periods varying from one 
night to six months, the letting not being of such a nature as to create 
a tenancy. In that case Viscount Cave said: ‘I am unable to see how 
the profits in question can be said to be derived from the Rotunda 
rooms alone. They result not from the letting of bare rooms but from 
the whole venture consisting of the equipment and disposal of the rooms 
and their fixtures and furniture and the provision of the service of 
heating, lighting and attendance. They may perhaps be described as 
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profits of a trade or concern in the nature of trade, that is to say, of the 
business of providing and letting rooms for entertainments, and so, as 
falling under the First Case in Section 100, Schedule D, but if not, then 
they fall under the Sixth Case, as profits or gains not falling under any 
of the earlier rules. In some respects they resemble profits derived from 
letting furnished houses and apartments, which are regularly assessed 
under Schedule D.’ 
“The taxpayer’s claim—as modified—is therefore upheld.” 





TAXATION DECISIONS OF THE BoarD OF REVIEW 
The following is a summary of decisions recently given by the Board 
of Review in matters of general interest. The sections referred to are 
those of the Commonwealth Income Tax Assessment Act, except where 
there is an indication to the contrary. 

1. Individual Personal Benefits, Pensions, etc. Deductions under Sec- 
tion 78 (1) (b) are allowable only if—assuming all other conditions 
are satisfied—the employees for the benefit of whom (or of whose 
dependants) the relevant fund was created were engaged in the 
taxpayer’s (or some other) business when the fund was established 
or at some time during its existence. 

Consequently, sums paid to a fund constituted to provide benefits 
for “past and present employees” and their dependants (the trustees 
of the fund having an absolute discretion in the selection of those 
to be benefited) are not allowable deductions under that provision. 

2. Embezzlement or Larceny. These words have a well-defined mean- 
ing, and must be interpreted in their technical legal sense. They 
do not cover cases of fraudulent misappropriation. Consequently 
Section 71 does not authorise the deduction of a loss incurred by a 
taxpayer through an agent’s fraudulent appropriation to his own 
use of moneys paid to him by the taxpayer upon terms requiring the 
agent to pay those moneys (or an equivalent sum) to another person. 

3. Personal Liability for Rates. Where a mortgagee has entered into 
possession of land in respect of which arrears of rates have accrued 
in the name of the mortgagor, the mortgagee is not, under the law 
of New South Wales, “personally liable” for such arrears unless at 
the time of paying them his name appears as “owner’’ or “rateable 
person” in thfe records of the Municipal Council concerned. Section 
72 (1). 

4. Allowances, Gratuities, etc. The taxpayer’s appointment as general 
manager of a subsidiary company was summarily terminated by the 
parent company under a scheme of reorganisation, and he accepted 
£1,600 (payable not in a lump sum but in four quarterly instalments ) 
in full settlement of all claims against the parent company and its 
subsidiary. Held—on the authority of Scott’s case (3 A.T.D. 142)— 
that those instalments were not assessable income. Section 26, 
paragraphs (d) and (e). 

5. Averaging of Income. The taxable income derived during the year 
ended 30th June, 1940, by a person who, in that year, became a 
primary producer for the first time, was held to be assessable at 
rates ascertained by reference to his average income of the five 
years ended 30th June, 1940. Section 157 as read with the other 

provisions of Division 16 of Part III of the Act. 
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6. War-time (Company) Tax. The asset represented by improve- 
ments— 

(a) which were effected at the expense of the taxpayer company, 
with the consent of its landlord, to premises held by it on 
lease ; and 

(b) in which it had no tenant rights, 
was held not to be an asset “purchased by the company” within the 
meaning of Section 24 (2) (d) of the War-time (Company) Tax 
Assessment Act. 

It was accordingly held that Section 24 (1) (d) of that Act did 
not authorise the inclusion, in the amounts to be added in ascertaining 
the capital employed by the company in the relevant accounting 
period, of the excess of the cost of the improvement over their 
(written down) value as appearing in the accounts of the company 
at the commencement of that period. 





Depreciation Under the Diminishing Balance 
System 


Readers of Mr. A. V. Arentz’s article in the May issue of The 
Australian Accountant under the above heading are asked to note the 
foliowing printer’s errors which occurred at the foot of page 250: 

1. The word “log” should not have been placed directly opposite the 
vinculum, but above it, for the reason that it applies to the top numeral 
only and not to the numeral (5) indication in the fraction. 

The correct fraction is 

log (05625) 
> 


2. The letter “T” shown in two places as a prefix to the logarithmic 
value should be 1, which is the negative characteristic (minus 1) of the 
logarithm. 

The correct symbol is: 

1:7500245, or 
entirely minus —~2499755 
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The Classification of Accounting Data 
By A. A. FirzGeRALp and L. A. SCHUMER 


THE SCOPE AND PURPOSE OF ACCOUNTING 
Bookkeeping, Accountancy and Accounting 

This is the first of a series of articles which will be devoted to a 
consideration of the purpose, scope and method of accounting. It would 
. seem to be desirable to begin with a definition of “accounting.” 
Unfortunately this is not as easy as at first sight it may appear to be, 
for two reasons. In the first place, few accountants or text-book 
writers have given much serious thought to the proper distinction 
between the closely related terms “bookkeeping,” “accountancy” and 
“accounting.” Secondly, a definition which would be adequate to-day 
may be quite inadequate in a few years’ time. The scope of the work 
undertaken by accountants has rapidly been enlarged, and their concept 
of the purpose and functions of their craft has rapidly been extended. 
Much of what was regarded as accounting twenty years ago is to-day 
looked upon as mere bookkeeping. This development is still proceeding, 
and perhaps at a more rapid rate than ever. The nature of the 
distinction between bookkeeping and accounting is implicitly understood 
by accountants themselves, though most of them would find it difficult 
to explain explicitly to a layman the precise points at which book- 
keeping ceases and accounting begins. The layman, for his part, 
generally makes little or no attempt to distinguish between the two 
terms, and in the popular imagination the accountant is more often 
than not regarded as merely a “glorified bookkeeper.” Indeed, there 
have been some who have used an adjective even less flattering to the 
accountant. 

The three terms in question are technical terms, as to the precise 
meaning of which little help can be had from the non-technical 
dictionaries. Their definition has been considered at some length in an 
Australian text, but for our purposes it will be sufficient if we can 
settle upon some working definitions, so as to make clear to our readers 
what we have in mind when we speak of the purpose, scope and method 
of accounting. 

Bookkeeping, accountancy and accounting are all concerned with the 
systematic record in numerical terms of the transactions of economic 
enterprises. The term “economic enterprises” is used in its widest 
sense. It includes— 

(a) Businesses conducted by individual owners, partnerships, private 
companies or public companies ; 

(b) Public or semi-public associations, societies, clubs or institutions 
conducted not for private gain but for social, educational, charitable or 
cultural purposes; and 

(c) Nations, states or commonwealths whose activities are directed 
towards the economic well-being of the group of citizens as a whole.” 

1. L. Goldberg: A Philosophy of Accounts. 

2. Sometimes—in Australia frequently—the activities of the State extend, 
through local governing bodies, boards, commissions and departments, to the 
carrying on of businesses, usually “public utilities,” in which the problems of 
management and control are similar to those encountered by the managers of 
private business. Such businesses are, indeed, frequently financed by methods 
similar to those used by public companies. In other instances, the problems of 
management of public business and the methods of control, of selection of the 


controllers, and of finance all differ in important respects from those in private 
business. 
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But, though bookkeeping, accountancy and accounting are all primarily 
concerned with the same activity, that of systematic record of 
transactions, they stand in essentially different relationships to that 
activity. Bookkeeping is a routine operation, the art of making the 
systematic record itself in account books. Accountancy is the field of 
knowledge concerned with the systematic record of the transactions. 
Accounting is the whole series of processes used in accountancy. Book- 
keeping is one only of those processes. Accounting is a wider term, 
including not only the planning of the bookkeeping procedure, but the 
determination of the form which the record will take, the selection of 
the mechanism by which the data will be collected, classified and 
tabulated, and the application to the record of accountancy rules, 
conventions, doctrines or standards designed to clarify the record, to 
increase its value as a continuous history of transactions and their 
results, and to facilitate its interpretation.® 


Accounting and Statistics—There is a close connection between 
accounting and business statistics, both because they are each 
concerned largely with the systematic record of business transactions, 
and because many of the processes of sorting, classifying, tabulating 
and interpreting used in accounting have their counterpart in similar 
processes used in statistics. Moreover—particularly when bookkeeping 
machines are used—statistical data is often provided as a by-product 
of the bookkeeping process. Indeed, in many instances the only 
statistics collected or used by the managers of a business are those which 
have been collected or secured by the accounting staff. Consequently 
it is desirable that accountants should be familiar with those methods, 
known as Statistical Methods, which the statistician has discovered, 
used and perfected for the collection, tabulation and interpretation of 
statistical data. It may be that, as the concept of the functions of the 
acountant is expanded, he may come to be looked upon as responsible 
for the preparation, analysis and interpretation of all the numerical 
records used by business management. But at the present time his 
functions do not usually extend so far. The records with which the 
accountant is concerned are generally those which reflect the individual 
experience of single enterprises. Thus we may speak of the functions 
of accounting as including the collection, classification, tabulation and 
interpretation of records of transactions or operations originating within 
a single enterprise or concerned with its dealings directly with other 
enterprises. Such records cover purely accounting data and “internal” 
statistics. Other statistics useful to the business manager, relating to 
transactions or operations originating outside the enterprise, may or may 
not be used by the accountant as a means of giving assistance to the 
management, but they can hardly yet be said to form part of the 
accounting function. 


Where the State engages in business similar in character to that carried on 
by individuals, partnerships and companies, its bookkeeping, accountancy and 
accounting problems are, or should be, susceptible of solution by the same principles, 
rules and methods as are the bookkeeping, accountancy and accounting problems of 
private business. In the other activities of the State, such as defence, justice, 
education, public health and the general administration of public affairs, the different 
methods of obtaining the necessary funds and the methods of control of the disburse- 
ment of those funds involve, as we shall see later, important differences in the 
nature of the records kept, and in the accounting procedure. 

3. For an interesting and informative account of the development of modern 
accounting from the art of double-entry bookkeeping see A. C. Littleton: Account- 
ing Evolution to 1900. 
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For example, it is part of the job of the accountant to provide a 
record of assets acquired, liabilities incurred, revenue earned and costs 
and expenses involved in earning that revenue. These details, at least, 
form part of the purely accounting record of the business. In addition, 
the accounting procedure may be so arranged as to provide automatically, 
or with little additional labour, records such as the quantities or value 
of the sales effected in particular territories, to specific classes of 
customers, or by means of alternative methods of doing business. Such 
details may or may not form part of the main accounting record, such 
as will appear in the “books of account,” but since they are, in fact, 
simply re-classifications or amplifications of the main accounting records, 
they may be said to fall within the scope of accounting. On the other 
hand, business managers may find it useful, in the conduct of their 
businesses, to make use of such information as may be obtained, usually 
through official or semi-official agencies, as to the experience of business 
generally or of businesses of a certain kind. Such statistics, relating 
to external experience, are at present outside the scope of accounting, 
though in view of the fact that many businesses, particularly those of 
small or medium size, are unable to avail themselves of the services of 
specialist statisticians, it is highly desirable that accountants should be 
conversant with the sources of such information and should be able to 
undertake their collection, tabulation and interpretation, if called upon. 

Finally, it should be noticed that, since the application of machines 
to the routine operations of bookkeeping, accounting records have been 
taking on a less technical form and have approached much nearer to 
the tabulations with which statisticians are familiar. The old “debit 
and credit” forms of accounting statements, or even of ledger accounts, 
are being discarded in favour of statistical tabulations, so that it has 
been truly said that accounting has become a “‘semi-statistical” procedure. 
Moreover, there is an evident tendency nowadays to stress the 
importance of scientific methods of analysis and interpretation of account- 
ing statements and the trends disclosed therein. Suitable methods of 
analysis and interpretation of similar statements have been brought to 
a high pitch of perfection by statisticians, and there is no reason why 
those methods should not be availed of by accountants.‘ 


The Purpose of Accounting.—The accounting procedure, as we have 
seen, is directed towards the end of producing systematic numerical 
records of operations and transactions. What purpose or purposes are 
sought to be seryed by these records? Essentially, the purpose is to pro- 
vide information as to the net result of the operations and transactions 
and their effect upon the financial condition of an enterprise. 

This information is needed by two classes of persons interested in the 
enterprise, namely : 

(a) The proprietors, members or citizens in whose interest and for 
whose benefit the enterprise has been undertaken. With these 
may be grouped the creditors of the enterprise, who are directly 
interested, more or less according to circumstances, in the 
operating results and financial condition. 


(b) The managers, governors or administrators to whom has been 
entrusted the direction and operation of the enterprise. 


For the sake of brevity, these two classes of interested persons may 
be described as (a) proprietors and (b) managers. 


4. See A. A. Fitzgerald: Statistical Methods as Applied to Accounting Data. 
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Information as to the results of operation of an enterprise and their 
effect on its financial condition is needed by proprietors. Such 
information enables them to form judgment as to the skill and ability 
with which the enterprise has been conducted by the managers, and, 
in the case of private businesses, to enable them to assess the value of 
their share in the enterprise, and to decide whether or not to continue 
to share in its ownership. 

Similar information is needed by managers to assist them in the 
conduct of the enterprise. If properly prepared and used, information 
provided by accounting gives an indication of the effectiveness with 
which the resources of the enterprise have been applied, it discloses 
any weaknesses which may exist in the organisation or in its financial 
structure, and it directs attention to any aspect of the activities of the 
enterprise in which maximum attainable effectiveness has not been 
secured. Information is, of course, needed by the managers to assist 
them also in their external dealings with debtors, creditors, customers, 
suppliers, employees and various governmental agencies. 

Accounting, being concerned with the provision of this information, 
is thus both an agency of proprietorship and a tool of management. 
In both respects, it satisfactorily fulfils its purpose only to the degree 
to which it results in the provision of clear and concise records of 
operating results and financial condition. 

The precise nature and form of the accounting statements or reports 
needed by each of the two classes of interested parties is not necessarily 
identical, nor are those statements or reports necessarily needed at 
identical intervals of time. Generally, the interests of proprietors are 
adequately served by condensed statements of financial condition and 
operating results, and such condensed statements need not be made 
available to them at frequent intervals. Managers, on the other hand, 
need records of transactions and operations in the closest detail, and 
accounting statements, if they are to be of use in controlling current 
activities, must be made available at frequent intervals and as soon as 
possible after the occurrence of the transactions and operations which 
they record. 

This difference in nature and form of the accounting information 
needed by proprietors and by managers respectively has led naturally 
to the view that accounting is divisible into two branches, according 
to its specific purpose. Those branches may be called 

(a) Proprietorship Accounting and 

(b) Managerial Accounting. 


Proprietorship Accounting is concerned with the provision of the 
information needed by “proprietors,” in the form in which, and at the 
times at which, it is most adaptable to their needs. Management 
Accounting is concerned with the provision of the information needed 
by managers, in the form in which and at the times at which it best 
serves the managers in their attempts to promote or improve efficiency. 

Thus Proprietorship Accounting includes such processes of account- 
ancy as the planning and operation of accounting systems designed to 
facilitate the preparation of balance sheets and profit and loss statements, 
the preparation, analysis and presentation of those statements to 
proprietors and the development and operation of systems of internal 
check and external audit, as a safeguard against, or means of detection 
of, error or fraud. 

Management Accounting includes such processes of accountancy as 
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the planning and operation of accounting systems designed to facilitate 
the preparation for management purposes of statements showing in 
detail the results of operations and the changes in financial condition 
from time to time, the preparation of such statements, and their analysis 
and presentation to managers. ' 

This distinction has its uses; it is especially valuable in emphasising 
the fact that the statements required by proprietors, or to which by 
custom or law they are entitled, are not necessarily adequate to meet the 
needs of managers. For example, shareholders in public limited 
companies are entitled by law to receive profit and loss accounts and 
balance sheets at stated intervals, usually once at least in every calendar 
year, and at intervals of not more than fifteen months. In practice, 
though there is no legal hindrance to the presentation to shareholders 
of statements at more frequent intervals, shareholders’ balance sheets 
are usually issued once a year only. The legal requirements regarding 
the contents of these statements are, generally, meagre,® and there has 
been no evident tendency to go far beyond the minimum legal require- 
ments in this respect. Rumblings of dissatisfaction with the nature and 
intelligibility of the published accounts of companies are sometimes 
heard from shareholders, but in general company shareholders are 
entitled to, and appear to expect, only a bare minimum of information 
at lengthy intervals. Apart altogether from legal requirements, com- 
plaint is trequently made, and with justification, of the bad effect on the 
intelligibility of the published accounts of some companies of faulty 
accounting practices, particularly in regard to the forms in which the 
accounts are prepared. 

What has been said of the nature of the information customarily 
supplied to company shareholders is true also of the information 
supplied to, and expected by, the other persons included in the class 
which we have called “proprietors.” Such statements, however, are 
clearly inadequate for management purposes. For example, effective 
control of that highly complex series of operations in producing and 
selling goods and in administering and financing the enterprise which 
is characteristic of a modern business unit would be quite impossible if 
the only accounting records available were those which are presented 
to proprietors once a year. Management needs accounting records 
which will disclose, at short intervals, the financial condition of the 
enterprise as a whole, and the operating results of its several parts. In 
this respect, there is a valid distinction between the needs of proprietors 
and the needs of managers, which may justify a distinction between 
accounting processes designed to satisfy the needs of the one class and 
those designed to meet the needs of the other. 

Fortunately for the possibility of progress in the art of accounting, 
however, there is no essential conflict between those two sets of needs. 
Accounting statements prepared for management purposes can readily 
be adapted, by condensing them, for proprietorship purposes, and can 
be issued to proprietors at such intervals as is desired or as is called 
for by legal requirements, self-imposed regulation or custom.® 


5. But there is a decided tendency towards strengthening the legal requirements. 
For example, the provisions of the Victorian Companies Act of 1938 are much 
more stringent than those of the 1928 Act. 

6. It may well be, however, that certain of the conventional rules for “valuing” 
assets which were originally adopted for proprietorship purposes may need to be 
revised for the purposes of management accountancy. See, e.g., S. Gilman: 
Accounting Concepts of Profit, chap. 22. 
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This fact is implicitly recognised by that section of the Victorian 
) Companies Act, 1938 (Section 133), which requires the directors of 
| every public company to furnish to the auditor of the company a 
“private” balance sheet, giving the “details upon which the shareholders’ 
balance sheet is founded.” In practice, the statutory requirement is the 
cause of much uncertainty as to precisely what information the private 
balance sheet should contain, but it is a clear recognition of the fact 
that, behind every balance sheet prepared for proprietorship purposes, 
more detailed statements will have been necessary. The “private” 
balance sheet may be taken as an illustration of an accounting statement 
prepared for management purposes, though of course it is by no means 
the only accounting statement which management needs. That there 
is no essential cleavage between the underlying purposes of proprietor- 
ship accounting and of management accounting is shown by the fact 
that the shareholders’ balance sheet is founded upon the details contained 
in the private balance sheet. 

Again, in the closely related processes of accountancy known as 
internal check systems and audits, the essential unity of accounting 
is evident. The practice of auditing has a long lineage’ but, in its 
modern form, it is a device for the protection of proprietors against 
possible malpractices by managers. The responsibilities of auditors are 
partly the result of legislative enactments and partly a matter of contract, 
expressed or implied by custom. By common law, those responsibilities 
have gradually been extended so that managers now place considerable 
reliance upon auditors in carrying out what is primarily a managerial 
responsibility, the prevention or detection of fraud or error on the part 
of the employees. 

Systems of internal check are simply one phase of the organisation 
of enterprises, by which managers seek to prevent fraud or error on the 
part of employees. In every well organised enterprise there is a close 
connection between the external audit carried out by an independent 
accountant and the internal check or audit carried out by employed 
accountants. Thus the external audit, primarily a device of proprietor- 
ship accounting, is co-ordinated with the internal check system, a device 
of management accounting, and the services of the external auditor 
himself, primarily used for the protection of proprietors, are, in practice, 
in greater or less degree used for the assistance of managers. 

Unfortunately, however, for the possibility of rapid progress in the 
art of accounting, the distinction between proprietorship accounting and 
management accounting is often too sharply drawn, and it is made to 
appear, or at least is inferred, that they are two distinct kinds of 
accounting, instead of two inter-dependent branches of accounting, 
employing homogeneous methods and directed towards a common end— 
the provision of information. The difference is, in fact, one of degree 
only, and the acocunting methods suitable for use in management 
accounting can be applied with equal advantage in proprietorship 
accounting. 

The danger of over-emphasis of the differences between proprietorship 
accounting and management accounting is that each branch of accounting 
may develop along its own lines until the stage is reached when there 
1s a complete separation of the two branches, involving the use of dis- 
similar methods of doing essentially similar work and even involving 
some open or tacit conflict between two branches of the accounting 


profession. 


7. See A. C. Littleton, op. cit. 























286 THE AUSTRALIAN ACCOUNTANT JUNE 


< 


This has happened before in the history of accounting* and there are 
signs to-day of an incipient division between “financial” accounting, 
concerned solely with proprietorship, and “industrial” or “cost’’ account- 
ing, concerned solely with management problems. Every cost accountant 
knows the value of maintaining a close contact between the cost records 
and the “financial” records, but many “financial” accountants are averse 
from those slight modifications of conventional form which are necessary 
in order to preserve that close relationship. 

The interests of accounting and of the accountancy profession will 
best be served by the general acceptance of the view that proprietorship 
accounting and management accounting are inter-dependent parts of a 
homogeneous whole, and that both the purposes and the mechanism by 
which those purposes are achieved are fundamentally identical. 


The Provision of Information to Governmental Authorities 


A feature of modern industry, trade and commerce is the great and 
growing extent of regulations by the State. Statements or returns are 
required from time to time by many governmental authorities, which 
have been given power by statute or regulation to demand information. 
In some instances, also, information is voluntarily supplied to public or 
semi-public authorities, for the purpose of assisting in the control of a 
specific industry or of providing a useful service to industry generally. 

These statements or returns are part of the responsibility of managers 
of the businesses affected, and the managers in turn look to the 
accounting records for the information and to the accountant for the 
preparation of the statements. 

They are, however, of such importance—and their importance is 
likely to increase in future rather than diminish—that it is desirable 
that special reference should be made to them, as demands upon the 
accounting system. The following list—which is not exhaustive— 
indicates the far-reaching nature of the demands.® 
(a) Statements or Returns required by Statute or Regulation. 

i. Federal and State Income Tax returns; 
li. Sales Tax returns; 
iii. Statistical returns, relating particularly to the operations of 
secondary industry ; 
iv. Returns required by governmental agencies from privately- 
owned public utility enterprise, e.g. gas supply ; 
v. Rettirns required from industrial units receiving government 
bounties ; 
vi. Information required from industrial units by the Federal 
Tariff Board; 
vii. Records required to be kept under Federal and State Arbi- 
tration Court and Wages Board legislation; 
viii. Returns required from insurance underwriters under the 

Federal Insurance Act; 

x. Returns required from trading banks under the Companies 

Acts and banking legislation. 

8. See M. V. Hayes: Accounting for Executive Control, for the circumstances 
in which cost accounting developed as an engineering function, divorced from 
financial accounting. 

9. The war has produced an enormous increase in the number and extent of 
the returns required from industry. Many of the new demands thus made on 


accountancy will doubtless be temporary only, but, judging by past experience, 
some at least of them will remain long after the war has ended. 
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(b) Statements or Returns supplied Voluntarily to Public or Semi- 
Public Authorities. 

x. Information as to volume of output or sales supplied by 
certain industries to the statistical departments of the Com- 
monwealth Bank of Australia ; 

xi. Information as to (a) operations, (b) business transacted 
with debtors and payments made by debtors supplied to trade 
associations or guilds ; 

xii. Information supplied to creditors, such as bankers, as to (a) 
financial condition, (b) operating results. 


The Nature of the Accounting Process 

As we have seen, the primary purpose of accounting is to provide 
information to proprietors and to managers, including the information 
required by management to satisfy its obligations to governmental 
authorities, trade associations and creditors. 

It is no part of the accounting function to draw conclusions from the 
information so provided, though, in practice, the advice of the accountant 
is often sought on business problems on which his financial training and 
experience fit him to advise. 

The accounting function, as such, is complete when the information 
has been provided in a clear and unmistakable manner, with such 
analysis as may assist the persons for whom the information has been 
provided fully to grasp its meaning and implications. 

Summarised, the accounting function therefore comprises : 

(a) The determination of the several kinds of accounting statements 

and reports likely to be needed by proprietors and managers; 

(b) The planning and operation of a systematic record designed to 

provide the information -in the most economical manner and at 
the times at which it is likely to be needed by the interested 
parties ; 

(c) The preparation from the record at appropriate times of the 

information required by proprietors or managers; 

(d) The analysis of the information obtained from the record and 

its presentation to the interested parties in the clearest possible 
form. 


It will be the purpose of the following articles in this series to examine 
the principles by which the accountant should be guided, and the 
mechanism with which he may work in carrying out his tasks. 

Expressed in its simplest terms, the accounting process is a process 
of collecting, tabulating, classifying and analysing numerical data 
relating to the operations of an enterprise and of presenting the results 
of the analysis, 

The central problem is that of classification. The nature of the 
information which is required from the accounting system should govern 
content of the final statements will necessarily be limited by the 
the method and extent of the classification used, for the form and 
classification. And, in many instances, the mechanism of collection and 
tabulation of the information will also depend upon the desired 
classification. 
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Share Transfers and Deposits in South Australia 


The following circular, prepared by Mr. R. S. Turner, A.1.c.a., for 
the Parliamentary and Laws Committee of the South Australian Division 
of the Commonwealth Institute of Accountants, has been sent to all 
members of the South Australian Division of the Institute. 


(1) Stamp Duty on Share Transfers. 
The Stamp Duties Amendment Act, 1941, provides—inter alia— 
that 
Every transfer presented for registration must either— 
(a) Bear the prescribed stamp duty (denoted by impressed 
stamp) of 2/- for every £50 or fractional part of £50 of 
the face value of the stock or marketable security, or 


(b) Bear the following certificate signed by a member of the 
Stock Exchange— 
A duly stamped contract note covering this transaction 
has been issued to the transferee. 


Signed Waiehaibasadastntia dak tae 
Member of the Stock 
Exchange of 

The effect of this provision is that every transfer which does not bear 
a certificate signed by a member of a Stock Exchange that a duly 
stamped contract note has been issued must be submitted to the Com- 
missioner of Stamps in order that stamp duty to the appropriate value 
may be impressed on the transfer. 

Section 27 of the Stamp Duties Act, 1923 to 1938, provides that 
“no person whose office it is to enrol, register, or enter in or upon 
any rolls, books, or records any instrument chargeable with any duty, 
shall enrol, register, or enter any such instrument or memorial, unless 
the instrument is duly stamped.” 

The foregoing provision makes clear the duty of company secretaries 
insofar as the registration of transfers is concerned. Directors of a 
company should see that the company secretary is aware of the amended 
law. 

A query arises as to what is the amount of the face value of a share 
with a nominal value of £10, and a paid-up value of, say, £6 (such as, 
for example, shares in Elder Smith & Co. Limited). 

The Commissioner of Stamps has given a ruling that the face value 
is £10—not £6. From some angles this ruling seems inequitable, but 
as far as is known, it is being accepted and acted upon by investors and 
their agents. 


(2) Restrictions on Dealings in Shares, Stock or Debentures. 

Under the National Security (Economic Organisation) Regulations— 
No. 110 of 1942, being an amendment of Statutory Rules No. 76 of 
1942—restrictions are placed on certain dealings in shares, stock or 
debentures of companies, without the consent in writing of the Federal 
Treasurer. Without giving full details of the restrictions, it may be 
pointed out that Rule 7 (2) provides that— 


“Nothing in the last preceding regulations shall prevent 
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(a) the sale by any person of any shares, stock or debentures 
which have been registered in the name of that person for 
not less than five months; or 

(b) the sale of any shares, stock or debentures by the personal 
representative of a deceased person, by any trustee of the 
estate of a deceased person, by a trustee in bankruptcy, by a 
liquidator of a company in liquidation, or by a mortgagee 
or sub-mortgagee in exercise of a power of sale.” 


Regulation 10B (2) provides— 
“Upon submission to a company of a transfer of any shares, stock 
or debentures of the company which have not been registered in 
the name of the transferee for at least five months, the company 
shall, unless it is satisfied that the transaction to which the transfer 
relates is not in contravention of any of the provisions of these 
regulations, report the facts to the Treasurer and shall not register 
the transfer until the company has received from the Treasurer a 
statement in writing that the Treasurer has no objection to the 
registration of the transfer.” 
It is unnecessary to stress the importance of directors and secretaries 
of companies—both public and private—taking the greatest care to 
ensure that a breach of these regulations does not occur. 


(3) Limitation on Deposits. 
Statutory Rules No. 23 of 1942, being an amendment of the National 

Security (Capital Issues) Regulations provide that— 
“A body corporate or unincorporated (other than a bank, a building 
society, a declared pastoral company, a co-operative society or a 
partnership) shall not, without the consent in writing of the 
Treasurer, accept or receive any deposit so that the total amount 
of deposits held by that body (including the deposit then accepted 
or received) exceeds by more than £1,500 the amount of deposits 
held by the body on January 29, 1942.” 


Under the Regulations “deposit” means unsecured loan. 


(4) Limitation of Interest on Deposits. 

Under the National Security (Economic Organisation) Regulations, 
No. 110 of 1942, referred to above, the Commonwealth Bank may, by 
order published in the Government Gazette, fix maximum rates of 
interest in respect of any money lent, advanced or deposited or any 
other form of debt whatsoever, whether security is given or not. In 
respect of unsecured loans made after March 12, 1942, by any person 
or body corporate or unincorporate—other than banks, declared pastoral 
companies, etc.—the rate of interest has been fixed at 14% per annum 
(Statutory Rules 126 of 1942). Previously, in respect of certain 
deposits made after March 29, 1940, the maximum rate of interest 
which could be charged or allowed was 14% per annum. 

Cc 
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Wartime Responsibilities of Business Executives 


By C. L. S. Hewitt, B.cOM., A.C.A.A., A.L.C.A. 


National Security (Rationing) Regulations 

On May 14, 1942, Statutory Rules 1942, No. 228, were made. These 
regulations set out the basis on which the rationing of goods and services 
shall be undertaken in Australia. Rationing of commodities was under- 
taken in Great Britain in the early stages of the war as a result of an 
immediate shortage of foodstuffs. Great Britain being dependent to a 
large extent upon imports, immediately felt the effect of a reduction in 
the quantity of shipping space available. In Australia, the pressure of 
service demands upon the capacity of factories has resulted in the neces- 
sity for an equitable distribution of clothing throughout the community. 
The method by which this is to be done is set out in the National Security 
(Rationing) Regulations. Coupon rationing in Australia has been 
familiar to motorists since the introduction of petrol rationing in 1940. 
This system is now to be extended to clothing and, of course, to tea. 

The regulations confer upon the Minister for Trade and Customs the 
right to declare by notice in the Gazette any goods, or classes of goods, 
and services to be declared goods and services for the purposes of the 
Regulations. Power is then vested in the rationing authority to prohibit 
or regulate in any way the purchase and disposal of rationed goods. 
Included in the powers vested in the authority is the right to control 
the branding and advertising of rationed goods. 

The administration of the rationing scheme is under the control of a 
Rationing Commission, consisting of three members appointed by the 
Governor-General. In addition, there is a Director of Rationing 
appointed by the Minister for Trade and Customs. The Director has 
vested in him the executive authority of the Commission. 

The first issue of books containing rationing coupons is to be made 
available to the public on June 13 and 14. These books are to be made 
available to persons producing identity cards, and to children upon 
application by their parents in the manner prescribed by the authority. 


National Security (Shearing of Sheep) Regulations 

These Regulations prohibit a person from employing anyone to shear 
flock sheep. Application for permission to do this may, however. be 
made to the Director-General of Manpower, but the Regulations apply 
to all owners of sheep in excess of 1,000. 


National Security (Tea Control) Regulations 

An amendment of these regulations on May 14 extended them to 
include coffee, and thus to bring under the control of the Tea Control 
Board the importation and distribution of coffee. 


National Security (Supplementary) Regulations 

An amendment of these Regulations provides that the State Savings 
Bank of Victoria must calculate interest on money deposited other than 
on fixed deposit. up to the 31st day of Mav instead of the 30th day 
of Tune. It is also provided that interest shall be credited to depositors 
not later than the 8th June in each year and shall thereupon become 
principal, but shall, subject to the State Savings Bank Act, 1928, bear 
interest as from Ist of June in the same year. 
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Income Tax Assessment Bill, 1942 

Amendments to the Income Tax Assessment Act 1936-1941 have been 
submitted to Parliament by the Government. An important proposal 
that has been introduced involves the repeal of concessional deductions 
and the substitution of certain concessional rebates. The effect of this 
amendment is to eliminate certain payments by taxpayers from the 
calculation of the rate of tax applicable to their income. 





Checking of Monthly Returns to the Liquid Fuel 
Control Board 


By D. R. NICHOLLS, F.I.C.A. 


Under National Security (Liquid Fuel) Regulations, the Liquid 
Fuel Control Board requires all licensed retailers to keep a daily record 
of receipts and sales of motor spirit and diesel oil fuel and forward a 
monthly return showing in gallons the opening stock for the month, 
total purchases, total sales, and stock on hand at the end of the month. 
It is also necessary on the return to show the number of ration ticket 
units held at the end of the month. If there are any unusual losses of 
stock, details must be reported on the back of the return. 

At a first glance it would appear that these records and returns would 
be quite simple to compile, but in practice I have found that sooner or 
later complications arise, and unless the return is carefully checked, 
incorrect returns will be made with the risk that the retailer might lose 
his licence. 

When making purchases from wholesale merchants, the retailer must 
surrender ration tickets for the number of gallons purchased, less an 
allowance of 14% for wastage. The wastage varies with different 
garages. Some retailers have practically no wastage, while other 
garages claim that their wastage is at least 14%. Officials of the 
Liquid Fuel Control Board maintain that with careful handling and 
modern electric pumps the wastage should not be more than 3%. 

The total of the stock on hand and ration tickets at the end of the 
month should equal the total of the stock on hand and tickets at the 
commencement of the month after allowing for the difference between 
the wastage allowed on purchases (14%) and the actual wastage, and 
the tickets (if any) returned to the Liquid Fuel Control Board during 
the month. 

The double check of the number of ration tickets held at the end of 
the month can be made as follows:—The number of ration tickets in 
units at the commencement of the month, plus the total gallons sold for 
the month (for which ration tickets have been received), less the 
purchases for the month (after allowing for the deduction of 14%), 
should equal the number of ration tickets held at the end of the month. 

If the retailer handles charcoal it is also necessary to supply on the 
return (in number of bags) the opening and closing stocks each month 
as well as the monthly sales and purchases. 
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THE AUSTRALIAN ACCOUNTANT 


By A. A. FitzGeRALp 


ITEMISED ACCOUNTS FOR 1941 


Wuat WE Took In— 


1. We received from customers 

2. But anticipating that a few of our customers would 
be unable to pay what they owe us, we provided 
for such doubtful accounts 

3. Leaving us net receipts for all sales of 

4. We own some stock in other companies and we 
received dividends on this stock. We also hold 
patents or processes which are licensed to other 
concerns which pay us for the right to use them. 
Our income from these and other sources amounted 
to 

5. We also received a dividend from our British 
subsidiary 

6. Which gave us a total income of 

Wuat WE Paw Ovut— 
7. Our biggest expense was raw materials, steam, 


water, fuel, royalties, travelling, supplies 


For the replacement of buildings and equipment 
when worn out or obsolete, we set aside 


Tuts Lert ror EMpLoves, MANAGEMENT, GOVERNMENT 
AND STOCKHOLDERS 


Out of this amount, men and women employes 
received 

For payment of Government, State and local taxes, 
we set aside 

The people who own the company were paid 
dividends amounting to 

All the money that was left was retained in the 
business and is available to pay for new plants and 
buildings, for larger inventories of our products 
and for payment of wages and salaries in difficult 
times 


Clarity in Published Profit and Loss Statements 


The Melbourne Herald of June 1, 1942, under the headline “Anyone 
Can Understand This,” published the following Profit and Loss State- 
ment of the Monsanto Chemical Company of U.S.A. :— 


Dollars 
63,756,221 


16,000 
63,740,221 


664,296 


281,400 
64,685,917 


27 ,069,067 


3,440,790 


34,176,060 


14,296,813 


13,062,088 


4,435,805 


2,381,354 


JUNE 








The statement is interesting from many aspects. Unquestionably 
the single column “Report” form of Profit and Loss Statement has 
great advantages over the conventional and old-fashioned “Ledger 
Account” form. It is much more easily understood, it lends itself better 
to comparisons, and it makes easier the tracing of the inter-relationships 
of the various component parts of the statement. 

The Monsanto Company’s statement is one of the best examples of 
the “Report” form that we have seen. Its clarity is improved by the 
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non-technical language in which it is phrased. Quite evidently careful 
thought has been given also to the arrangement of the various items in 
a particular order and of the classification of the ledger accounts which 
underlies the whole statement. 

The classification of ledger accounts presents interesting and some- 
what controversial points. These are some of the important questions 
involved : 

The first item, described as ‘““We received from customers,” apparently 
represents the total sales to customers. It is questionable whether it 
would not have been preferable to have used some such expression as 
“Our total sales to customers amounted to.” It is clear from the second 
item in the statement that it does not actually represent the amount 
received from customers. 

The treatment of Provision for Doubtful Debts as a deduction from 
Gross Sales rather than an expense of the business (as it is usually 
treated) is logical. Income is recognised and taken to account a: the 
point at which the sale occurs, but because of the doctrine of conservatism 
which pervades most accounting statements it is customary to make 
provision for such of this income as it is thought may not be finally 
collected. The deduction of the Provision for Doubtful Debts from 
Total Sales therefore produces a figure showing the expected 
realisations on account of sales. 

The various items in the statement clearly distinguish between the 
income and expenses associated with the main activities of the concern— 
those which are usually described as the “Operating” Incomes and 
Expenses—and those on the other hand which arise from subsidiary 
activities and which are usually described as “Non-Operating” Incomes 
and Expenses. It seems to us, however, that it would have been 
preferable to have associated more closely the Operating Expenses with 
the Operating Incomes, so that items 7 and 8 in the statement would 
have been deducted from item 3 before items 4 and 5 were added. This 
would have shown clearly the net income from the main operations 
of the concern. 

The third main sub-division of the statement shows the amount “Left 
for employes, management, Government and stockholders” and the way 
in which it was divided between these interests. It is appreciated that 
in this form the information is significant and enlightening, but it is 
questionable whether it is after all wise to treat item 9, the amount 
paid to employes, as part of the distribution of the fund remaining from 
income after paying all other costs and expenses. This view seems 
to be tainted with the out-worn economic theory of the “Wages Fund.” 
Employees must be paid whether there is any income left or not, and 
their remuneration is quite independent of the net income. Rather it 
is an important factor which must be taken into account before the net 
income is determined. From this point of view it would probably have 
been preferable to have treated item 9 together with items 7 and 8 as 
deductions from item 3, thus leaving the third group to show the 
distribution of the net income between taxation, dividends and reserves. 

These are some of the unsolved problems of presentation of 
accountancy statements, but statements such as those of the Monsanto 
Company show a refreshing tendency to depart from conventional form, 
hackneyed phrases and technical jargon, which is all too rare in 
published accounts. 
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Book Reviews 


Local Government Practice in New South Wales, by E. H. Selby. 
Butterworth & Co. (Australia) Ltd. Pages 279 + 12. Price 
25/-. March, 1942. 

This volume was primarily written for those sitting for the Local 
Government examinations in New South Wales, but it has a much 
wider application than that, and will, I feel, be found most useful to 
Local Government officers, auditors and councils throughout Australia. 

The author has had extensive experience both as a town clerk and 
as a Local Government auditor, and quite evidently knows his subject 
thoroughly. By far the greater part of the book is devoted to finance, 
accounting and auditing, though there are also chapters dealing briefly 
with such matters as Local Government Organization, Industrial Mat- 
ters, special undertakings and National Emergency Services. The 
treatment of accounts throughout is illustrated by numerous forms and 
statistics. 

The chapters on Auditors’ Requirements, Reserves, Costing, Com- 
parisons, Mechanical Accounts and Defalcations are exceptionally well 
done, and contain material of a kind which is unfortunately all too rare 
in Australian accounting literature. 

Altogether, Mr. Selby has done a job of outstanding merit, and one 
which should be of enormous value to everyone interested in Local 


Government finance and accounting. 
A.A.F. 





Bankruptcy Practice in Australia, by Norman S. Young. Butterworth 
& Co. (Australia) Ltd. Pages 224 + 24. Price 17/6. March, 
1942. 

Books on bankruptcy practice have hitherto usually been written from 
the standpoint of the lawyer rather than of the accountant and adminis- 
trator, and there has been a great need for some time for a book such 
as this, both for student and practitioner. 

Mr. Young has brought to his book a wealth of specialized experience 
in bankruptcy administration and an ability in exposition with which 
readers of his articles in the Australian Accountant are well acquainted. 
Bankruptcy practice is a difficult and dangerous matter, as many trustees 
have found to their cost. The book, therefore, satisfies a long-felt want. 
No one interested in bankruptcy administration can henceforth afford 


to be without it. 
A.A.F. 





Economics for Commerce, by J. K. Gifford. University of Queensland, 
1942. Pages 417 + 9. 

The business community in Australia, as in other parts of the world, 
is becoming aware that a practical knowledge of economics is an 
essential part of the equipment of the successful business man. 

The lessons of the depression and of war have driven home the point, 
though, unfortunately, it has not been easy for busy men to select from 
the extensive range of text-books on the subject those which will give 
them the kind of knowledge of economic theory and its application 
which they are seeking. Mr. Gifford has set himself to produce a book 
which will be of practical usefulness to the business community. He 
has been at pains to avoid technical jargon, and to concentrate upon 
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those subjects, such as money, prices and production, which most 
directly concern the business man. 

His attitude in this regard is clearly indicated by some of his 
definitions. For example: “Economics is organised knowledge about 
economic activity; it is concerned with economic practice and is meant 
to be practically useful. Nevertheless, it is only information.” 

He has included also much more statistical information than is usually 
to be found in an introductory volume, and has given particular attention 
to the business cycle and to interest rates and the factors which affect 
them. 

The book is no mere introduction to the study of economics, but at 
the same time it may easily be read and understood by those who have 
no previous knowledge of economic literature. 

Without hesitation, I recommend it to students and accountants as a 
book from which they cannot fail to gain much information which will 
be of use to them in their daily work. 

A.A.F. 





The World of Finance. 

Finance has, throughout the ages, continued to increase in importance, 
reaching its maximum to-day with all-time record figures of Common- 
wealth Government wartime income and expenditure. The latest 
Bulletin—Finance—issued by the Bureau of Census and Statistics at 
Canberra is therefore of great interest and importance. 

The publication, which is the thirty-second of its series, furnishes 
a summary of the main financial statistics of Australia as far as 
practicable up to the end of last June. The State Statisticians, 
Commonwealth and State Treasuries, local and semi-governmental 
authorities, banks and life assurance companies have co-operated in 
supplying the large amount of data relating to their financial activities 
included in the Bulletin. Stafistics relating to fire, marine and general 
insurance, trustee companies, friendly societies, co-operative organisa- 
tions, building and investment societies, deceased estates and super- 
annuation and provident funds have also been included. 

W. Bruce RAINSFORD. 





U.S.A. State Debts 

American State Debts is the title of a comprehensive treatise covering 
the historical, constitutional, economic and administrative aspects of the 
debts of the forty-eight American States. Published by the Duke 
University Press, ‘Durham, North Carolina, the author is B. U. Ratch- 
ford, Associate Professor of Economics at Duke University, who must 
have devoted a considerable amount of time to research on his subject. 

The first section gives a chronological treatment of the debts from 
the Colonial Period to the World War, while- four chapters cover 
constitutional limitations on State borrowing, court interpretations 
thereof, and methods of enforcing payment of State bonds. 

Other chapters discuss debt burdens and the economic effects and 
administrative aspects of State borrowing; while a table of cases, 
bibliography, a topical index and nearly fifty tables enhance the reference 
value of this volume. 

W. Bruce RAINsForp. 














THE AUSTRALIAN ACCOUNTANT 


Production Control 
Incentive and Standardisation 
By H. B. WILLIAMSON, A.I1.C.A. 


How often, in the past, it has been found that estimates, particularly 
those directly referring to labour, could not be relied upon; in fact 
they were very rarely, in the absence of standard setting and control, 
correct. 

There must be, and is, some outstanding reason for this. The blame 
cannot, and should not, be placed upon the shoulders of the worker 
in whatever capacity he be employed, although he will surely come in 
for some part of it, particularly as, in all probability, overhead will be 
distributed upon a direct labour basis, and the higher the direct labour 
charges the greater the overhead. Some arbitrary percentage will 
undoubtedly be added to cost to cover all contingencies, but arbitrary 
and unsound methods should find no place in the sane logic of scientific 
business management. 

To illustrate this danger, before proceeding to analyse and overcome 
the difficulty, take the case of an order which estimate says will take 
124 days to manufacture, material cost £70, direct labour £15, overhead 
100% on D.L. A 20% net profit is required on estimate. 

Owing to the fact that the man is a skilled mechanic, reliable, and 
able to plan and carry out his own work, he is left to his own devices, 
must arrange for his own tools, setting up, handing over, inspection, etc. ; 
actual control of production is lacking. Resultant upon this he is beset 
with delays here and there, delays which will be always present, and 
the order takes 15 days. 

It is a very small difference, only the difference between 124 and 15 
minutes, but production costs have increased by 6% and the average 
business would find its profits, instead of 20%, anything in the vicinity 
of 15% ; the lower the desired net profit, the greater the proportionate 
loss of such. 

The requirement to overcome such shortcomings is an incentive plan, 
which instead of being arbitrary and mere guess-work will be coldly 
logical and arrived at by scientific reasoning. 

Statistics collated by Frederick A. Parkhurst undoubtedly prove 
that in the absence of standardisation, the greater the skill, the less 
efficient the worker, this not being the fault of the employee, but of 
the employer ; highly skilled 25% to 28%, routine clerical and unskilled 
50% ; one of the reasons being that the greater the skill the less 
the supervision required. These figures bear no relation to production, 
which, however, could be increased by at least 100% of actual capacity 
if standardisation were incorporated. 

Here, therefore, we have the one positive fact that explains differences 
in operational time, and the explanation for the difference of 20% in 
the example given. The highly skilled man will, on occasion, reach 
50%, perhaps 100%, his potential given perfect conditions. 

Production standardisation, the end in view, affects output in three 
ways, Viz.: 

(1) Increased efficiency. 
(2) Increased output. 


(3) Decreased overhead. 
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It is quite possible that the executive will argue that these are not 
three factors, only two, as increased efficiency and increased output are 
synonymous, efficiency being the reason for the increase. The factors 
should not be confused in this manner, however, as the employee is 
capable of 100% efficiency without standardisation. Further efficiency 
is achieved through production control, and again through standardised 
cost control, all these items influencing cost to produce. 

The resultant decrease in costs, although due to standard setting, is 
also due, in some degree, to the operative, who, although not, owing 
to past circumstances, 100% efficient, has probably put more than 100% 
in wasted energy into his efforts; some incentive, therefore, should 
undoubtedly be offered for continuous 100% efficiency. Efforts are 
thus stimulated, interest awakened, and the worker, instead of being 
a mere cog in the wheels of industry, receives additional inducement for 
taking a personal interest in all operations on which he may be engaged. 
It operates also toward a better standard of product, as rejects militate 
against the achievement of the desired output, thus requiring additional 
care so that all products may pass inspection. 

Incentive may, therefore, be considered a necessity; it infers fixing 
the rate of pay so that employer may receive sufficient return on money 
invested, while employee enjoys greatest possible spending power. The 
initial cost of standardisation is infinitesimal when weighed against 
future advantages, and the additional incentive far outweighed by 
production increase. 

It has, in the past, been generally accepted that 120% of retainer is 
satisfactory and economic inducement to attain 100% of high task. 
One could almost add “in the absence of standardisation, and set for 
the purpose of overcoming excess cost which cannot be properly localised 
and eliminated.” {The rate is empiric. 

Basing the following example again on F. A. Parkhurst’s statistics, 
the exact position can, to some extent, be gauged. 

For conservative purposes, overhead is assumed to be constant, 
irrespective of standardisation; this, of course, is a fallacy, as pre- 
determined budgetary will always reveal weaknesses and extraordinary 
expense. 

Material cost is also a constant; the only increase in such will be 
due to increased output. 

Bearing the above points in mind, production has been, in the past: 


Pro- D.L. rate 
Units of ductive per Total Over- Total Unit 
Product. Hours. Hour. Rate. head. Material. Factory Cost. Cost. 


200 100 2/11 £14/11/8 £15 £100 £129/11/8 12/11 


As can be seen from statistics quoted, a 25% increase in production, 
the result of planning, is almost too conservative. It will therefore be 
a satisfactory medium. The rate will be 1:20 of retainer, i.e., 3/6 per 
hour. 

This gives the following position: 


Pro- D.L. rate : 
Units of ductive per Total Over- Total Unit 
Product. Hours. Hour. Rate. head. Material. Factory Cost. Cost. 


250 100 3/6 £17/10/- £15 £125 £157/10/- 12/7 


Analysis of the 120% plan discloses one significant fact, i.e., incentive 
cost per unit will never (though production be increased only 25% 
after standardisation) equal the saving in unit cost gained by reason of 
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incentive. In the above case this cost is 3d. per unit, less than 50% 
of total saving per unit had there been no incentive. 

There is, therefore, a sane and logical foundation upon which a 
standard rate can be set, and the following will be satisfactory to all 
parties : 

(1) Present wage rate to remain unaltered. 

(2) Planned production. 

(3) Standard rate, based upon 50% of estimated decrease in unit 
cost resultant upon standardisation, saving in costs thus benefit- 
ing employer and employee equally. 

(4) Rate set by arbitration and conciliation. 

(5) Rate to remain unaltered until further conciliation. 


As can be seen, the principle can also be applied to job order costs. 





Pre-Examination Talk 


By H. J. Trist, F.1.c.A. 


(Being a resume of a talk to members of the Commonwealth Institute 
Students’ Society at Sydney on April 9, 1942.) 


It is important that the syllabus should be studied very carefully so 
as to ensure that the studies cover the whole of the prescribed subjects. 
There is a tendency to disregard certain subjects which are only dealt 
with at rare intervals in the examination papers. The syllabus recom- 
mends certain books for reading, and candidates should become familiar 
with those books. 

It should be remembered that there is a high step between Inter- 
mediate Accountancy and Final Accountancy, in fact, too high. Some 
eight or nine years ago subjects such as simple executorship accounts, 
station accounts, and certain more advanced phases of company accounts 
{simple liquidations) were eliminated from the Intermediate syllabus, 
and I am doubtful if the move was a wise one as it would appear that 
the final candidate has to open up too much new ground when he settles 
down for his final examination. 

You can generally rest assured, however, that if the subject matter of 
a proposed question is not covered by the syllabus it will not find its 
way into the question paper. 

The desire to know more about your subject than the immediate 
dictates of an examination syllabus is an ideal which must bring success 
and also enable you to apply the principles in an accurate manner, 
thereby rendering greater service to the commercial community in 
general and yourself in particular. 

You should ‘remember that accountancy is not a static science. For 
some years progress was slow but recently there has been rapid progress 
on every hand, and to-day wartime activities are forcing us to use 
every endeavour in the direction of applying accounting principles as 
speedily and as effectively as possible to a greater volume of detail. 

You must therefore keep abreast of all modern trends, and to do this 
intelligent and disciplined reading is one of the chief necessities. Do 
not confine your reading to prescribed text-books or written courses 
of study, but expand your knowledge by a study of what those with 
up-to-date experience have to say. 
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To this end I strongly recommend accountancy journals and in 
particular The Australian Accountant. In these you will find matter not 
necessarily found in text-books but sometimes more valuable, because 
it is the outcome of the practical experience of some practitioner. 

Furthermore, be a good listener and take advantage of the lectures 
delivered from time to time by practical men who are regarded as 
specialists in their subject. 

On the subject of reading I will repeat a statement I have previously 
made by quoting a remark made by A. J. Balfour (afterwards Lord 
Balfour) in May, 1907, when speaking before a Federal Conference on 
Education: “The truth is that a book which is read for examination 
purposes is a book which has been read wrongly. Every student should 
read a book not to answer the questions of somebody else but to answer 
his own questions.” 

My interpretation of that statement is that the student, by reading 
in a disciplined manner, should acquire a broader knowledge of the 
subject than that required by the examiner. 

Do not confine yourself to what is done and how it is done, but find 
out why it is done, and it is by this means your studies will become 
interesting rather than irksome. Lack of proper reading is so often 
reflected in the work of candidates that I feel justified in belabouring 
this subject. 

Why are questions often misinterpreted? Not because they are vague, 
but because the student has not properly read them. 

Every endeavour is made to avoid abstruseness, and no question is 
intended as a trap. 

The disregard of vital portions of a question is often the result of 
improper reading. 

Difficult questions on matters which seldom come within the 
experience of the professional accountant and which never require 
consideration by the commercial accountant are avoided. 

See that the books you are ‘reading, or the courses you are studying, 
cover all matters contained in the syllabus. 

e.g. Candidate having difficulty in passing examination relies on 
his coach’s notes which are two years old and has not taken the 
trouble to see that they are brought up to date. 

e.g. Candidate relying entirely on notes for a law subject, such 
as Company ‘Law, and not reading the Statute itself. 

Reading is the best form of training, and by reading I mean concen- 
tration. Learn to understand what you are reading, and until you do 
understand avoid skipping to what you may think are the more interest- 
ing phases of the subject. 

PRACTICE v. THEORY 

The candidate who has had practical experience in the accounts or 
forms of accounts particularly covered by the question is generally 
regarded as at an advantage. This should be so if in addition he has 
studied the technical side of his subject. 

e.g. Lack of knowledge that a wholesale warehouse transacted 
cash sales. 

This weakness can be greatly removed by concentrated study plus 
practical working of problems associated with the subject. 

The man at practical work requires more reading. 
The man not at practical work requires to work out more problems. 
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Tue LittLe Tuincs Tuat Count 


In many questions there are a definite number of points that the 
candidate is expected to bring into consideration and each point carries 
its quota of marks. For this reason an answer is often quite right so 
far as it goes, but it does not go far enough, and is marked only in 
proportion to the subject matter covered. 


STYLE AND WoRKMANSHIP 


A noticeable failing with many candidates is the inability to set out 
figures in tabular form, or even to arrange orthodox accounts, so that 
they will be readily understood. The setting out of written answers 
can often be arranged so that the points sought by the question are 
unmistakably discernible. Paragraph your work and where there is a 
definite number of points to be dealt with do not jumble them into one 
long discourse. 

Above all, stick to the subject matter of the question and avoid 
endeavouring to assume that the question is referring to one of your 
pet subjects upon which you can waste time writing at length. 

Some of the lessons taught when you are learning elementary book- 
keeping are forgotten when more advanced work is being performed. 
The ideal answer is the one that is correct mathematically, theoretically 
and technically. 

Do not waste your time copying into your working papers details 
which are already clearly set out in the question and which may be used 
in their printed form for the purpose of certain progressive results. 
Before you get into involved arithmetical calculations make sure that 
the question requires it, for as a general rule involved figuring is 
avoided by the examiner, who is more interested ‘in the knowledge of 
principles. 

If a question asks how a certain procedure can be done it is no answer 
to say that it cannot be done, as questions are not set that cannot be 
done. 

If you have the choice of one from two or more subjects don’t waste 
your time dealing with the lot, as only one will score marks, and {not 
necessarily the one best answered. 

Do not express yourself on the same ‘point in two different ways in 
an endeavour to make your answer conform to the number of points 
or' instances required. 

The necessity for keeping yourself in touch with modern trends is a 
vital matter. To do this you should read all up-to-date literature and 
be prepared to listen to lectures delivered by those who are in daily 
contact with the subject of their talks. You need to be a good listener 
if you wish to be able to express yourself on a subject. 

When acquainting yourself with the literal meaning of commercial 
terms, endeavour to ascertain their practical application. It will help 
you more completely to register the meaning. Moreover, it often 
happens that a question will ask for the practical application as well 
as the definition. 

To the Intermediate candidate I would specially address a few words 
of advice on arithmetic. The exemption from the Preliminary Exam- 
ination presupposes that you are at least proficient in commercial 
arithmetic, but it is a remarkable thing how easily some candidates forget 
what they learned at school. Mistakes in simple interest calculations in 
the case of, say, bill transactions and discounts, also calculating per- 
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centages for depreciation, apart from the numerous errors in additions, 
are most prevalent. 

Do not be too ready to “rig” your answer to make it balance. It 
often happens that the difference you adjust represents an important 
phase of the question and one that the examiner is anxious to test you 
with. The questions generally are capable of being balanced and any 
difference you cannot immediately account for should put you on your 
guard. 

To the candidates in the legal subjects I suggest that they should 
make the relative Act or Statute their principal study. If the phraseology 
appears ambiguous endeavour to translate it into your own words, then 
compare your translation with that of your coach’s notes and it will 
give you extra confidence when you realise that legal documents are 
after all understandable English. 

A question recently asked for a definition of a “joint stock company” 
and it was surprising ‘how few could cover the scope of the definition 
set out very clearly in the Companies Act. 

The forms in the back pages of the Act are well worth study as they 
give you a broader idea of many of the requirements, particularly with 
regard to such documents as the Annual List and Summary of Capital. 

Some time ago a great deal of publicity was given to the question of 
“share hawking” and the Companies Act incorporated special clauses to 
deal with the matter. Later when a question was included in the 
examination the answers indicated that these new provisions had not 
been studied by most of the. legal candidates. 

Accountancy and its allied subjects is not a system consisting entirely 
of set rules and formulae, and unless the student follows the same 
practice as the practising and commercial accountant (of keeping himself 
fully posted with all modern developments) he is liable to remain in a 
narrow groove with his studies: These remarks particularly apply to a 
knowledge of the development of machine bookkeeping and mechanical 
aid in accounts generally, and the time is ripe for further lectures not 
only to the students but also to the members of this Institute on such 
an important phase of our work. 

Text-book principles are in the main intended as a guide and sur- 
rounding circumstances are liable to vary their application. This, at 
the present time, is particularly noticeable in the question of stock 
valuations and the uncertainty of the trend of values in the event of an 
early termination of the present world conflict is an important matter 
for consideration by all industrial enterprises who are compelled, at the 
moment, to hold heavy stock at high cost or replacement values. 

Candidates should complete their examinations as quickly as pos- 
sible—(a) their studies, which are already being greatly disturbed, are 
likely to be further interfered with; (b) after the cessation of hostilities 
those with any accountancy knowledge will naturally receive preferred 
consideration over those without, and incomplete studies will be a 
handicap. 


PLEA FOR SHORTER QUESTIONS 


It is extremely difficult to test a candidate’s knowledge of Advanced 
Accounting by short questions. 

It is part of the test of a candidate’s ability to set questions which 
require him to pick out the essential matters and to apply recognised 
principles to such matters. This procedure is followed by the American 
Institute of Accountants. 
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Marks VALUE OF QUESTIONS 

When draft questions are being discussed the matter of allotting 
marks to the principal points in the questions as well as the total marks 
allotted to each question is considered by the Board as a whole. 

Controversial matters are generally avoided, but when there are 
definite schools of thought on a subject and each has logical argument 
in its favour, candidates must expect to find those subjects covered by 
examination questions from time to time. 


StocK QUESTIONS 

There are certain subjects in the syllabus which are dealt with in 
question papers “ad nauseam.” Amongst these are: 

(a) Depreciation—the definition and application of the five methods. 

(b) Stock valuations and errors therein—the cumulative effect 
thereof. 

(c) Reconciliations. Entries in Pass Book not in Cash Book—com- 
mence with Pass Book balance and work to Cash Book balance. 

(d) Control Account. (Entries in closing month of a financial year.) 
Full knowledge of the variety of entries is necessary. 

(e) Audit of Cash Transactions. This goes beyond the Cash Book 
entries, e.g., control of cash—authority of payments, etc. 





Wuat Micut Become Stock QUESTIONS 
(a) Primary (or parent) companies and their subsidiaries. 
Inter-company transactions (transfers of stock)—allocation of 
charges by parent company. 
The elimination of subsidiary companies’ share capital and shares 
in subsidiary companies to a like amount when amalgamating 
or consolidating figures. 


(b) Machine Bookkeeping. 

The inroads of machine bookkeeping render it necessary that 
students should thoroughly acquaint themselves with the 
process involved. The mechanical process is not merely 
confined to customers’ and creditors’ accounts, but also to 
General and Private Ledgers. The effect on the audit is a 
matter for careful study. 





(c) Grouping of Assets and Liabilities in modern form. 


Modern form requires classification of the various groups, e.¢.. 
Fixed, Current, Intangible, Shareholders, Current, Deferred. 


Sunpry MATrTers 
Precision in Questions 
The Board of Examiners recognises the necessity for preciseness in 
questions and seeks to avoid ambiguities. 


Division of Questions 
Endeavours are made to divide questions in such a way that points 
asked for shall not be overlooked. 


Waste of Paper 

This is a most important question. Although it is not desired that 
candidates shall destroy the appearance of their answers or cramp their 
style, there is still room for better use of the space provided. 
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Depreciation Doubts 


By R. E. MASKELL, A.I.C.A., A.A.L.S. 


A recent article in this journal, entitled “The Victorian Auditor 
General’s Report for 1940-41,” was the means of re-directing our 
attention to some of the practices which persist in a number of 
Government departments relative to depreciation matters. 

An examination of numerous financial statements prepared by com- 
mercial organisations in this country has been the means of suggesting 
once again that accounting for depreciation has not been mishandled 
only by Government departments and public utilities. Many operating 
statements submitted by manufacturing concerns have failed to demon- 
strate that adequate thought has been given to this difficult but important 
aspect of accounting. 


STRAIGHT-LINE DEPRECIATION 
Straight-line depreciation appears to be the most popular method 
adopted by accountants both in America and Australia. No doubt cost 
accounting in both countries has been the means of influencing the 
selection of this method. Straight-line depreciation in addition to its 
inherent simplicity seems to be a valuable device for prorating fixed- 
asset cost to revenue over a predetermined period. 


Is STRAIGHT-LINE DEPRECIATION LOGICAL? 


The school of thought which views depreciation as an unrecovered 
cost has very much to commend itself, and I am of the opinion that it 
is essentially correct. However, there is one aspect I would like to 
consider relative to that portion of the asset which it is assumed will 
not be recovered, namely, the residual value. 

Accountants are aware of the fact that if a machine is purchased for 
£10,000 and, if it is considered that the machine will be used for ten 
years, one-tenth of £10,000, namely £1.000, is then placed in the 
operating statement as the amount to be borne by that particular year. 
Most text-books, however, present the additional poser of estimating 
the residual value of the machine. For purposes of illustration it has 
been assumed that this residual value has been fixed at £1,000. The 
texts then instruct you to write off one-tenth of £9,000, obtained by 
deducting the residual value of £1,000 from the original cost of £10,000. 
Now is this logical ? 

It is my contention that the £10,000 should be made up of two items, 
namely, the present value of the services to be performed, and the 
present value of the residual sum. Would anyone really pay £1,000 to-day 
for £1,000 due in ten years’ time? What one pays for the possibility 
of receiving cash in ten years has nothing to do with the cost of the 
services to be rendered by the machine in question. 

Therefore, it is suggested that the formula for straight-line deprecia- 
tion should become not £9,000 (i.e., £10,000 — £1,000), but £9,441-6 
(i.e., £10,000 — £558:4). The annual amount prorated to the operating 
statement then becomes £944-16 and not £900. 
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